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Preface 


The  2001  National  Defense  Authorization  Act  expanded  eligibility  for  TRICARE  coverage 
to  Medicare-eligible  military  retirees  age  65  or  over.  Effective  October  1,  2001,  Medicare- 
eligible  military  retirees  enrolled  in  Medicare  Part  B  became  entitled  to  both  Medicare  and 
TRICARE  health  care  benefits.  This  coverage  is  referred  to  as  TRICARE  for  Life  (TFL). 
Under  this  program.  Medicare  is  the  primary  payer  and  TRICARE  the  secondary  payer  for 
Medicare-covered  services.  In  addition,  TRICARE  covers  all  Medicare  cost-sharing  by  pa¬ 
tients,  including  Medicare  deductibles  and  coinsurance.  Regular  TRICARE  benefits  apply  to 
services  that  Medicare  does  not  cover. 

This  report  examines  the  TFL  legislation  and  its  implementation.  The  authors  sum¬ 
marize  issues  and  policy  options  that  were  discussed  in  several  briefings  presented  to  the  De¬ 
partment  of  Defense  (DoD)  for  its  consideration  of  options  for  improving  TFL  in  the  future. 
This  report  is  not  intended  to  be  a  complete  discussion  of  TRICARE  or  Medicare  benefits. 
Rather,  its  aim  is  to  provide  an  overview  of  TFL  and  to  highlight  certain  issues  for  further 
consideration,  in  particular  those  that  may  pose  potential  policy  and/or  implementation  dif¬ 
ficulties  for  DoD. 

The  findings  and  recommendations  reported  here  are  based  primarily  on  information 
gathered  between  June  and  September  2001,  prior  to  TFL  implementation.  DoD  considered 
many  of  the  issues  discussed  in  this  report  during  the  TFL  implementation  process,  and 
some  of  the  authors’  recommendations  have  been  implemented  or  are  still  under  active 
review  as  of  this  writing.  Because  this  report  was  prepared  after  the  TFL  implementation,  the 
authors  note  those  issues  identified  during  their  research  as  being  problematic,  which  were 
then  addressed  in  subsequent  legislation.  However,  they  do  not  consider  actual  experience 
under  TFL. 

This  report  is  directed  primarily  to  policymakers  within  DoD  and  in  Congress,  but  it 
may  also  be  of  interest  to  individuals  at  the  Center  for  Medicare  and  Medicaid  Services  and 
to  other  readers  interested  in  health  insurance  for  the  DoD/Medicare  population. 

This  research  was  sponsored  by  the  TRICARE  Management  Activity  under  the 
Assistant  Secretary  of  Defense  for  Health  Affairs.  It  was  carried  out  jointly  by  the  RAND 
Health  Center  for  Military  Health  Policy  Research  and  the  Forces  and  Resources  Policy  Cen¬ 
ter  of  the  National  Defense  Research  Institute  (NDRI).  NDRI  is  a  federally  funded  research 
and  development  center  sponsored  by  the  Office  of  the  Secretary  of  Defense,  the  Joint  Staff, 
the  Unified  Commands,  and  the  Defense  agencies. 

Comments  on  this  report  are  welcome  and  may  be  addressed  to  the  principal  investi¬ 
gator,  Michael  Schoenbaum  (mikels@rand.org).  For  more  information  on  the  RAND  Cor¬ 
poration  Forces  and  Resources  Policy  Center,  contact  the  center’s  director  Susan  Everingham 
at  susane@rand.org;  310-393-0411,  extension  7654;  or  at  the  RAND  Corporation,  1700 
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Main  Street,  Santa  Monica,  CA  90401.  More  information  about  the  RAND  Corporation 
available  at  www.rand.org. 


Contents 


Preface . 111 

Tables . 

Summary . lx 

Acknowledgments . xv 

Acronyms . xlx 

CHAPTER  ONE 

Introduction . 1 

Overview  of  TRICARE  for  Life . 1 

Focus  of  This  Study . 2 

Research  Methodology . 2 

Organization  of  This  Report . 4 

CHAPTER  TWO 

Medicare  and  TRICARE  Benefits  and  Coverage  Policies . 5 

Overview  of  Medicare  and  TRICARE  Programs . 5 

Comparison  of  Medicare  and  TRICARE  Benefits . 6 

Comparison  of  Coverage  and  Medical  Necessity  Determinations . 9 

Comparison  of  Denials  and  Appeals . 10 

Comparison  of  Coverage  for  Emerging  Technologies . 11 

Potential  Differences  in  Coverage  Policies  for  New  Technologies . 11 

Comparison  of  Coverage  Policies  for  Selected  Technologies . 13 

Comparison  of  Post-Acute  Care  Benefits . 15 

Coverage  for  Skilled  Nursing  Facility  Services . 15 

Coverage  for  Home  Health  Care . 16 

Policy  Option:  Expand  HHA  Coverage . 17 

Policy  Option:  Cover  Alternatives  to  SNF  Care . 18 

Comparison  of  Coverage  of  Outpatient  Rehabilitation  Services . 19 

Outpatient  Rehabilitation  Therapy . 19 

Coverage  for  Cardiac  Rehabilitation . 20 

Comparison  of  Coverage  for  Behavioral  Health  Services . 21 

Inpatient  Services . 21 

Outpatient  Care . 23 

Partial  Hospitalization . 24 

Substance  Abuse  Treatment . 24 


vi  Health  Benefits  for  Medicare-Eligible  Military  Retirees:  Rationalizing  TRICARE  for  Life 

Potential  Changes  to  Medicare  Benefits  for  Behavioral  Health  Care . ..25 

Conclusions  and  Recommendations . 26 

CHAPTER  THREE 

TRICARE  for  Life  Beneficiary  Cost-Sharing  for  Civilian  Care . 29 

Coverage  and  Premiums  Prior  to  TRICARE  for  Life . 29 

Prevalence  of  Supplemental  Coverage  Prior  to  TRICARE  for  Life . 30 

Potential  Consequences  of  TFL  Cost-Sharing  for  Beneficiaries . 31 

Potential  Consequences  of  TFL  Cost-Sharing  for  the  Department  of  Defense . 32 

Potential  Consequences  of  TFL  Cost-Sharing  for  Medicare . 33 

Potential  Consequences  of  TFL  Cost-Sharing  for  Taxpayers . 34 

Conclusions  and  Recommendations . 34 


CHAPTER  FOUR 

Managing  Military  Treatment  Facility  Care  Provided  to  TRICARE  for  Life  Beneficiaries . 37 

TRICARE  Plus  and  MacDill-65  Demonstration . 38 

Goals  and  Assumptions  for  the  TRICARE  Plus  Program . 40 

Improve  MTF  Access . 40 

Preserve  Existing  Clinical  Relationships . 40 

Improve  Quality  of  Care  and  Beneficiary  Satisfaction  and  Lower  Costs . 40 

Meet  DoD’s  Readiness  Mission . 42 

Conclusions  and  Recommendations . 43 

CHAPTER  FIVE 

Models  for  Medicare’s  Sharing  in  Military  Treatment  Facility  Costs . 45 

Policy  Framework  for  Medicare  Cost-Sharing . 46 

Cost  Implications  of  Direct  and  Civilian  Care:  A  Conceptual  Model . 47 

Comparative  Costs  of  Direct  and  Civilian  Care . 49 

Lessons  Learned  from  the  DoD-Medicare  Subvention  Demonstration . 50 

Medicare  Cost-Sharing  for  Fee-for-Service  TFL  Beneficiaries . 52 

Model  1:  Medicare  Makes  Fee-for-Service  Payments  for  MTF  Care . 53 

Model  2:  Medicare  Pays  Capitated  Rate  for  Primary  Care  Services . 55 

Model  3:  Medicare  Shares  Any  Savings  with  DoD . 55 

Medicare  Cost-Sharing  for  Medicare+Choice  Enrollees . 56 

Aligning  Incentives  at  the  MTF  Level . 58 

Conclusions  and  Recommendations . 58 

CHAPTER  SIX 

Conclusions  and  Recommendations . 61 

Benefit  and  Coverage  Policies . 61 

TFL  Beneficiary  Cost-Sharing  for  Civilian  Care . 63 

Managing  MTF  Care  Provided  to  TFL  Beneficiaries . 63 

Models  for  Medicare's  Sharing  in  MTF  Costs . 64 

Bibliography . 65 


Tables 


2.1.  Summary  of  Medicare  Benefits  Versus  TRICARE  Benefits — Medicare  Part  A . 7 

2.2.  Summary  of  Medicare  Benefits  Versus  TRICARE  Benefits — Medicare  Part  B . 8 

2.3.  Differences  Between  Medicare  and  TRICARE  Covered  Services . 14 

2.4.  Behavioral  Health  Benefits . 22 

3.1.  Health  Insurance  of  Medicare  Beneficiaries  Age  65  or  Over,  by  Income  Level,  1997 . 31 

5.1.  Comparison  of  Direct  Care  and  Civilian  Service  Providers’  Fee-for  Service  Liabilities 

for  Medicare-Covered  Services  Under  TFL . 48 

5.2.  Impact  of  Beneficiaries  Switching  from  MTF  Direct  Care  to  Civilian  Care . 49 


vii 


Summary 


The  National  Defense  Authorization  Act  (NDAA)  for  fiscal  year  (FY)  2001  made  sweeping 
changes  to  the  way  that  health  care  furnished  by  civilian  providers  to  Medicare-eligible  mili¬ 
tary  retirees  is  financed.  The  law  directed  the  Department  of  Defense  (DoD)  to  implement 
what  is  now  commonly  referred  to  as  TRICARE  for  Life  (TFL).  As  of  October  1,  2001,  TFL 
provides  TRICARE  as  supplemental  health  insurance  for  all  Medicare-eligible  military  retir¬ 
ees  age  65  or  older  who  are  enrolled  in  Medicare  Part  B.  As  of  2003,  approximately  1.6  mil¬ 
lion  military  retirees  are  eligible  for  TFL.  In  general,  TRICARE  for  Life  covers  all  cost¬ 
sharing  for  Medicare-covered  services  and  standard  TRICARE  cost-sharing  for  services  that 
are  covered  by  TRICARE  but  not  by  Medicare.  Thus,  TFL  provides  Medicare-eligible 
military  retirees  with  one  of  the  most  comprehensive  health  insurance  benefit  packages  in  the 
United  States. 


Focus  of  This  Study 

This  study  was  undertaken  in  the  months  preceding  implementation  of  the  TFL  program. 
Given  the  limited  time  and  resources  for  the  study,  we  focused  on  three  types  of  issues:  those 
that  DoD  specifically  asked  us  to  examine,  those  related  to  services  for  which  Medicare  and 
TRICARE  benefits  differ  significantly,  and  those  of  potential  operational  concern.  Our  goal 
was  to  identify  areas  that  may  pose  policy  and/or  implementation  problems.  Where  ap¬ 
propriate,  we  suggest  policy  options  that  DoD  might  consider  in  order  to  accomplish  the 
following: 

•  Rationalize  benefits  by  considering  changes  in  the  TFL  benefit  structure 

•  Promote  ease  of  operations  by  improving  compatibility  with  Medicare  benefits 

•  Improve  efficiency  by  promoting  optimal  use  of  direct-care  services  and  limiting  ex¬ 
cessive  liability  for  civilian  care 

•  Improve  the  overall  benefit  package  for  Medicare-eligible  military  retirees. 


Data  and  Methodology 

We  relied  on  several  sources  of  information  in  conducting  this  study.  We  began  with  a  com¬ 
prehensive  review  of  relevant  policy  manuals,  literature,  and  other  materials  on  both  the 
Medicare  and  TRICARE  programs  to  document  and  compare  the  eligibility  requirements, 
benefit  definitions,  and  coverage  policies  within  each  program.  As  appropriate,  RAND  Cor- 
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poration  staff  received  copies  of  internal  DoD  communications  and  briefing  slides  to  inform 
the  work.  We  also  conducted  a  number  of  formal  and  informal  interviews  and  discussions 
with  key  DoD  officials,  representatives  from  each  of  DoD  Surgeons  General  offices  (Army, 
Navy,  and  Air  Force),  and  relevant  non-DoD  experts  with  regard  to  particular  benefit  areas, 
such  as  long-term  care  services. 

As  stated  above,  the  initial  work  for  this  report  was  done  prior  to  the  implementation 
of  TFL.  Since  the  TFL  implementation,  we  have  not  updated  this  report  to  include  a  discus¬ 
sion  of  actual  experience  under  TFL  or  policy  changes  since  TFL  implementation;  however, 
we  updated  our  discussion  of  certain  issues,  such  as  post-acute  care  services  and  behavioral 
health  issues,  that  we  had  originally  identified  as  being  problematic  and  that  have  been  ad¬ 
dressed  in  subsequent  legislation.  We  note  those  issues,  and  other  issues  that  remain  poten¬ 
tially  problematic,  in  our  summary  of  findings  for  specific  topics. 


Benefit  and  Coverage  Policies 

Most  health  care  services  that  are  covered  benefits  under  TRICARE  are  also  covered  benefits 
under  Medicare,  and  vice  versa.  However,  because  TFL  benefits  are  based  on  the  existing 
TRICARE  program,  they  were  not  expressly  designed  to  fit  together  with  Medicare  benefits 
(in  contrast  to  privately  purchased  Medicare  supplemental  or  “Medigap’  policies,  which  do). 
As  a  result,  there  are  benefit  and  coverage  inconsistencies  that  pose  operational  challenges 
and  are  likely  to  lead  to  confusion  and  misunderstanding  for  beneficiaries.  For  example, 
there  are  some  differences  among  the  providers  who  can  furnish  certain  services  and  the  set¬ 
tings  in  which  covered  services  can  be  provided.  Some  of  these  issues  should  be  resolved  by 
Section  705  of  the  FY2003  NDAA,  which  provides  that  a  physician  or  other  practitioner 
who  is  eligible  to  receive  reimbursement  for  services  under  Medicare  is  also  approved  to  pro¬ 
vide  care  under  TFL. 

When  a  service  or  item  is  a  benefit  of  both  TRICARE  and  Medicare,  TFL  relies  on 
Medicare’s  determinations  regarding  medical  necessity  and  eligibility  for  coverage.  That  is,  if 
a  dually  covered  service  claim  is  denied  for  reimbursement  from  Medicare  on  the  basis  of 
lack  of  medical  necessity,  TRICARE  will  not  consider  the  claim  for  TFL  cost-sharing.  In 
cases  in  which  a  Medicare  claim  is  denied  because  it  is  for  a  service  that  is  not  covered  by 
Medicare,  TRICARE  will  accept  the  claim  for  processing  and  determine  whether  the  item  or 
service  is  eligible  for  cost-sharing  or  payment  under  current  TRICARE  policies.  If  a  claim  is 
denied  due  to  lack  of  medical  necessity  and  is  appealable  under  Medicare,  the  denial  cannot 
be  appealed  under  TRICARE. 

A  potential  concern  for  TFL  is  whether  the  coding  specificity  in  Medicare  s  claims 
determination  is  sufficient  for  TRICARE  to  distinguish  between  Medicare  coverage  and 
medical  necessity  determinations,  establish  its  cost-sharing  liability  accurately,  and  afford  the 
beneficiary  sufficient  appeal  rights.  TRICARE  Management  Activity  (TMA)1  has  indicated 
that  the  claim  denial  codes  used  by  the  Medicare  contractors  should  be  sufficient  for 
TRICARE’s  purposes,  but  this  hinges  on  an  empirical  question  that  will  need  to  be  evaluated 
in  practice. 


1  The  TMA  is  an  office  within  the  Department  of  Defense  with  responsibility  for  overseeing  the  administration  of  health 
benefits  to  military  dependents  and  retirees. 
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Recommendation.  Claims  for  services  for  which  Medicare  and  TRICARE  coverage 
policies  diverge  need  to  be  reviewed  to  assure  that  the  claims  adjudication  and  appeals  proc¬ 
esses  for  TFL  beneficiaries  are  working  as  intended. 

We  examined  in  depth  three  areas  that  appear  to  have  potentially  significant  benefit 
coordination  issues:  coverage  of  new  and  emerging  technology,  post-acute  care  services,  and 
behavioral  health  care  services.  While  legislation  subsequent  to  the  TFL  implementation 
improved  coordination  of  benefits  between  Medicare  and  TRICARE  for  post— acute  care 
services  and  behavioral  health  services,  some  potential  issues  remain,  which  we  discuss  in  the 
following  subsections. 

New  and  Emerging  Technology 

Almost  by  definition,  coverage  policies  for  emerging  technologies  are  continuously 
evolving  in  both  Medicare  and  TRICARE  as  new  technology  is  diffused  and  additional 
information  becomes  available  on  the  safety  and  efficacy  of  specific  technologies.  Medicare’s 
coverage  policies  for  a  particular  technology  at  a  particular  point  in  time  may  conflict  with 
those  that  TRICARE  has  established  for  beneficiaries  under  age  65.  In  addition,  Medicare 
policies  may  vary  geographically  by  contractor. 

We  believe  that  TFL  will  highlight  coverage  inconsistencies  between  TRICARE  and 
Medicare  and  may  create  pressure  for  consistent  “federal”  coverage  policy.  As  a  general  rule, 
there  should  be  a  clear  rationale  for  why  a  certain  technology  is  covered  by  one  program  and 
not  the  other. 

Recommendation.  TMA  is  not  represented  on  the  Center  for  Medicare  and  Medi¬ 
caid  Services  (CMS)  Medicare  Coverage  Advisory  Committee  (MCAC).  Coordination  be¬ 
tween  the  two  programs  could  be  enhanced  if  TMA  became  an  active  participant  in  MCAC 
deliberations.  TMA’s  participation  in  the  committee  would  create  the  opportunity  for  TMA 
to  have  input  into  the  coverage  determination  process  and  to  make  deliberate  judgments  re¬ 
garding  whether  TRICARE’s  coverage  policies  should  deviate  from  Medicare’s. 

Behavioral  Health  Services 

Differences  in  Medicare  and  TRICARE  coverage  policies  for  behavioral  health  services  create 
complex  issues  in  implementing  TFL  and  make  it  likely  that  beneficiaries  will  find  this  area 
of  their  health  coverage  relatively  confusing.  However,  benefit  administration  should  be  sim¬ 
plified  since  the  elimination  of  the  TRICARE  preauthorization  requirement  for  inpatient 
psychiatric  care  covered  by  Medicare  Part  A  benefits,  effective  October  2003.  However, 
TRICARE  has  a  lifetime  limit  of  three  benefit  periods  for  the  coverage  of  substance  abuse 
treatment  services,  which  may  remain  problematic.  Because  TRICARE  and  Medicare  define 
benefit  periods  differently,  the  determination  of  when  and  how  the  TRICARE  limit  is 
reached  is  likely  to  be  somewhat  complex  and  confusing  to  both  providers  and  beneficiaries. 

Recommendation.  We  recommend  that  DoD  consider  the  impact  of  removing  the 
three-benefit-period  limit  on  substance  abuse  benefits  for  the  TFL  population.  TFL  decreases 
the  financial  barriers  to  outpatient  mental  health  services  for  the  dually  eligible  population 
and  provides  few  financial  incentives  to  limit  care.  TFL  beneficiaries  have  unlimited  access  to 
medically  necessary  outpatient  psychiatric  treatment  that  will  be  covered  50  percent  by 
Medicare  and  50  percent  by  TRICARE.  In  addition,  TRICARE  provides  TFL  beneficiaries 
with  pharmacy  benefits  that  lack  the  limits  imposed  by  standard  Medigap  plans. 
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Recommendation.  DoD  should  conduct  a  close  examination  of  mental  health  service 
utilization  and  costs  to  determine  the  impact  of  providing  outpatient  mental  health  care 
without  cost-sharing  or  benefit  limits.  This  examination  should  be  conducted  across  the 
direct-  and  purchased-care  systems. 


TFL  Beneficiary  Cost-Sharing  for  Civilian  Care 

TFL  is  being  implemented  without  premiums,  deductibles,  or  copayments.  Compared  with 
the  health  insurance  options  previously  available  to  Medicare-eligible  military  retirees,  TFL  is 
likely  to  be  of  substantial  value  to  most  beneficiaries,  with  few  or  no  drawbacks.  At  the  same 
time,  TFL  will  substantially  increase  federal  spending,  both  because  of  the  new  benefits  per 
se  and  because  the  absence  of  cost-sharing  is  likely  to  increase  health  care  use  by  eliminating 
the  incentives  that  cost-sharing  gives  beneficiaries  to  use  care  efficiently. 

DoD  and  Medicare  are  likely  to  benefit  if  modest  cost-sharing  is  introduced  into 
TFL — for  instance,  such  as  the  cost-sharing  that  military  retirees  under  age  65  currently  have 
under  TRICARE  Prime.  Some  amount  of  cost-sharing  by  beneficiaries  is  nearly  universal  in 
private  group  health  insurance  plans,  including  employer-sponsored  retiree  plans.  For 
Medicare  beneficiaries,  supplemental  coverage  with  modest  cost-sharing  substantially  reduces 
the  out-of-pocket  costs  that  would  arise  under  the  standard  Medicare  benefit,  while  retaining 
some  modest  incentives  to  control  health  care  use  and  costs. 

By  “modest”  cost-sharing  provisions,  we  envision  primarily  fixed-dollar  copayments, 
on  the  order  of  $10  per  visit,  for  ambulatory  care  visits.  Such  copayments  are  similar  in  form 
and  magnitude  to  those  required  in  many  employer-sponsored  supplemental  plans  and 
Medicare+Choice  HMOs  (and  in  TRICARE  for  military  retirees  under  age  65).  They  are 
also  similar  to  the  copayments  currently  required  under  DoD’s  pharmacy  benefit  program. 
Fixed-dollar  copayments  have  the  advantage  that  they  are  easy  to  understand  and  administer; 
in  many  private  plans,  for  instance,  beneficiaries  pay  the  copayment  at  the  time  of  service, 
with  no  additional  required  paperwork. 

All  else  being  equal,  the  introduction  of  cost-sharing  in  TFL  would  likely  serve  to  re¬ 
duce  the  cost  of  the  program  to  the  federal  government.  However,  this  change  could  be 
made  revenue  neutral  by  applying  the  resulting  savings  toward  other  benefits  for  the  covered 
population — such  as  enhanced  post-acute  or  long-term  care  coverage  or  a  reduction  in  the 
current  TFL  out-of-pocket  maximum — thereby  potentially  increasing  the  overall  value  of  the 
TFL  benefit. 

Recommendation.  DoD  should  evaluate  the  effect  of  introducing  into  TFL  modest 
cost-sharing  for  civilian  care.  Further  research  into  the  preferences  of  TFL  beneficiaries  and 
the  likely  consequences  of  introducing  cost-sharing  (versus  continued  free  care)  in  TFL 
would  help  identify  strategies  to  maximize  the  overall  value  of  the  TFL  benefit. 


Managing  MTF  Care  Provided  to  TFL  Beneficiaries 

Relatively  little  opportunity  exists  to  implement  managed  care  practices  under  standard 
Medicare  and  TFL.  However,  given  the  apparent  desire  of  many  TFL  beneficiaries  to  receive 
care  from  military  providers,  DoD  may  have  the  opportunity  to  provide  managed  care  for 
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some  elderly  beneficiaries  via  programs  instituted  at  MTFs,  such  as  TRICARE  Plus.  Where 
MTF  capacity  permits,  TRICARE  Plus  is  a  primary  care  enrollment  option  for  military 
retirees  who  are  not  enrolled  in  a  Medicare+ Choice  plan.  It  allows  some  TFL  beneficiaries  to 
receive  primary  care  from  an  MTF  on  the  same  priority  basis  as  TRICARE  Prime  enroll ees 
and  to  receive  specialty  care  on  a  space-available  basis. 

We  think  it  is  likely  that  TRICARE  Plus  and  similar  programs  will  be  well  received 
by  beneficiaries,  especially  because  participation  in  them  is  voluntary.  We  also  think  it  is 
plausible  that  such  programs  could  improve  clinical  outcomes  for  some  enrollees,  relative  to 
both  standard  Medicare  and  the  current  space-available  policy.  However,  the  scope  of  such 
improvements  depends  critically  on  how  and  for  whom  care  management  programs  are  im¬ 
plemented.  DoD  may  be  able  to  increase  the  likelihood  of  improved  clinical  outcomes  by 
targeting  TRICARE  Plus  enrollment  to  patients  who  are  likely  to  benefit  from  primary  care 
management  and  implementing  effective  care  management  programs  for  those  patients. 

Because  DoD  must  assume  full  responsibility  for  the  cost  of  care  provided  to 
Medicare-eligible  beneficiaries  at  MTFs,  DoD’s  patient  care  costs  are  almost  certainly  higher 
under  TRICARE  Plus  than  the  costs  of  care  provided  under  Medicare.  On  the  other  hand, 
treating  Medicare-eligible  beneficiaries  in  MTFs  helps  DoD  to  fulfill  its  readiness  mission. 
How  these  factors  balance  on  net  is  unknown. 

Recommendation.  Further  research  regarding  the  effects  of  MTF  primary  care  man¬ 
agement  on  patient  outcomes  and  treatment  costs,  and  regarding  providers’  case-mix  prefer¬ 
ences  and  the  relationship  between  primary  care  management  and  readiness,  should  be  con¬ 
ducted  to  determine  the  overall  cost-effectiveness  of  TRICARE  Plus  from  the  perspective  of 
DoD  and  the  federal  government,  relative  to  alternative  models  for  care  management  and 
readiness  training. 


Models  for  Medicare  Sharing  in  MTF  Costs 

DoD’s  new  obligations  for  TFL  beneficiaries  raise  issues  related  to  the  cost  of  furnishing 
direct  care  relative  to  making  secondary  payments  for  civilian  care.  These  new  obligations 
also  raise  the  issue  of  whether  Medicare  should  share  in  the  costs  of  direct  care  services  now 
that  the  traditional  division  of  responsibilities  for  military  retiree  health  care  costs  no  longer 
exists. 

Without  Medicare  cost-sharing  for  MTF  care,  DoD  costs  would  be  lower  if  TFL 
beneficiaries  who  are  currently  receiving  MTF  direct  care  instead  obtain  care  from  civilian 
providers;  however,  the  shift  could  negatively  affect  physician  retention  and  training,  create 
excess  capacity  at  some  MTFs,  and  would  run  counter  to  the  preferences  of  many  TFL  bene¬ 
ficiaries.  Moreover,  Medicare  costs  would  increase  substantially  because  the  program  would 
become  the  primary  payer  for  civilian  care  that  had  previously  been  furnished  by  MTFs  at  no 
cost  to  Medicare.  Thus,  Medicare  has  an  interest  in  assuring  that  direct  care  for  TFL  benefi¬ 
ciaries  continues. 

There  is  an  overall  federal  interest  in  DoD  continuing  to  provide  direct  care  to  TFL 
beneficiaries,  assuming  the  incremental  costs  of  MTF  care  are  less  than  the  total  costs  of  ci¬ 
vilian  care.  Medicare  cost-sharing  for  MTF  care  would  foster  viewing  TFL  beneficiaries  as  a 
joint  responsibility  of  DoD  and  Medicare  and  lead  to  finding  ways  to  provide  those  benefici¬ 
aries  with  the  highest-quality  care  at  the  least  cost  to  the  federal  government.  Cost-sharing 
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also  would  provide  DoD  with  the  financial  resources  to  continue  to  provide  direct  care  to 
TFL  beneficiaries,  and  it  has  the  potential  to  meet  several  policy  goals:  to  give  TFL  benefi¬ 
ciaries  the  choice  between  direct  and  civilian  care,  to  serve  DoD  readiness  needs,  and,  most 
important,  to  provide  high-quality  health  care  services  to  TFL  beneficiaries  and  the  non¬ 
retiree  military  population  at  the  least  cost  to  the  federal  government.  From  the  perspective 
of  total  federal  outlays,  however,  a  better  understanding  of  how  utilization  by  TFL 
beneficiaries  who  obtain  care  primarily  from  MTFs  compares  with  utilization  by  TFL 
beneficiaries  who  obtain  care  solely  through  civilian  providers  is  needed  before  policies  are 
adopted  that  might  encourage  future  expansion  of  MTF  care  for  TFL  beneficiaries. 

Recommendation.  Additional  research,  using  a  combined  Medicare/DoD  database 
for  TFL  beneficiaries,  should  be  conducted  to  determine  the  cost  implications  of  potential 
cost-sharing  options  for  DoD  and  the  Medicare  program  and  total  federal  outlays.  The 
research  would  provide  the  analyses  that  are  needed  to  inform  a  policy  discussion  regarding 
appropriate  cost-sharing  arrangements  between  Medicare  and  DoD  for  TFL  beneficiaries.  In 
the  end,  the  question  of  appropriate  cost  for  direct  care  is  likely  to  be  answered  through  the 
political  process,  which  should  be  supported  by  good  information  and  analysis. 

There  are  similar  cost-sharing  issues  with  the  Department  of  Veterans  Affairs  (DVA). 
In  keeping  with  the  notion  of  a  “federal  program”  beneficiary,  consideration  should  be  given 
to  expanding  the  recommended  analyses  to  include  veterans  who  are  DoD  retirees  and/or 
Medicare  beneficiaries  and  extending  the  policy  discussion  to  include  the  DVA. 
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CHAPTER  ONE 

Introduction 


Overview  of  TRICARE  for  Life 

The  National  Defense  Authorization  Act  (NDAA)  for  fiscal  year  (FY)  200 11  made  sweeping 
changes  to  the  way  that  health  care  furnished  by  civilian  providers  to  Medicare-eligible  mili¬ 
tary  retirees  is  financed.  The  law  directed  the  Department  of  Defense  (DoD)  to  implement 
what  is  now  commonly  referred  to  as  TRICARE  for  Life  (TFL).  As  of  October  1,  2001,  TFL 
provides  TRICARE  as  supplemental  health  insurance  for  all  Medicare-eligible  military  retir¬ 
ees  age  65  or  older  who  are  enrolled  in  Medicare  Part  B.  Approximately  1.6  million  military 
retirees  are  currently  eligible  for  TFL.  In  general,  TRICARE  for  Life  covers  all  cost-sharing 
by  patients  for  Medicare-covered  services  and  covers  standard  TRICARE  cost-sharing  by  pa¬ 
tients  for  services  that  are  covered  by  TRICARE  but  not  by  Medicare.  Thus,  TFL  provides 
Medicare-eligible  military  retirees  age  65  or  older  with  one  of  the  most  comprehensive  health 
insurance  benefit  packages  in  the  United  States. 

TFL  was  motivated  by  dissatisfaction  among  retiree  groups  with  DoD-sponsored 
health  benefits  that  were  previously  available  to  them.  Prior  to  TFL,  military  retirees  age  65 
or  over  were  entitled  to  care  in  military  treatment  facilities  (MTFs)  on  a  space-available  basis 
but  not  to  other  DoD-sponsored  health  insurance  benefits.2  In  particular,  military  retirees 
became  ineligible  for  TRICARE  coverage  at  age  65,  when  they  became  eligible  for  Medicare. 
Medicare  benefits  are  generally  less  comprehensive  and  more  expensive  to  the  beneficiary 
than  TRICARE  benefits.  Because  military  retirees  believed  that  DoD  had  made  a  commit¬ 
ment  to  provide  them  with  health  insurance  coverage  for  life,3  groups  representing  retirees 
asked  Congress  to  honor  this  “commitment”  and  enhance  benefits  for  retirees.  TFL  and  the 
new  pharmacy  benefit  program  for  Medicare-eligible  military  retirees  that  was  also  included 
in  the  FY2001  NDAA  were  intended  to  address  these  concerns. 

TFL  is  designed  as  a  supplement  to  Medicare,  similar  to  other  employer-sponsored 
or  privately  purchased  Medicare  supplemental  or  “Medigap”  policies.  However,  because  TFL 
is  based  on  the  existing  TRICARE  program,  the  TFL  benefits  were  not  specifically  designed 
to  fit  together  with  the  Medicare  benefits  (in  contrast  to  standard  “Medigap”  plans).  As  a 
result,  there  are  benefit  and  coverage  inconsistencies  that  pose  operational  challenges  and 


1  Public  Law  106-398,  114  Stat  1634. 

2  This  policy  followed  the  terms  of  Public  Law  89-614,  Military  Medical  Benefits  Amendments  of 1966,  which  established 
the  Civilian  Health  and  Medical  Program  of  the  Uniformed  Service  (CHAMPUS)  program  and  limited  coverage  to  benefi¬ 
ciaries  under  age  65. 

3  This  perceived  commitment  is  commonly  referred  to  as  “The  Promise”  by  beneficiary  organizations  and  even  within 
TRICARE  Management  Activity  (TMA),  the  office  within  the  Department  of  Defense  with  responsibility  for  overseeing 
the  administration  of  health  benefits  to  military  dependents  and  retirees. 
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raise  policy  issues.  In  the  case  of  long-term  care,  services  are  not  a  covered  benefit  under  ei¬ 
ther  Medicare  or  TRICARE  except  for  limited  services  provided  by  skilled  nursing  facilities 
in  conjunction  with  certifiable  medical  need  following  an  inpatient  hospital  stay  or  that  are 
provided  by  home  health  agencies. 

Prior  to  TFL,  the  federal  government’s  financial  obligations  for  health  care  provided 
to  Medicare-eligible  DoD  military  retirees  was  determined  by  where  the  care  was  furnished: 
Medicare  was  solely  responsible  for  civilian  care  (for  Medicare-covered  benefits  after  applica¬ 
tion  of  beneficiary  cost-sharing  requirements),  and  DoD  assumed  all  costs  for  space-available 
care  provided  by  MTFs  to  Medicare  beneficiaries.  In  FY2000,  DoD  spent  an  estimated  $1.4 
billion  on  direct  care  for  dual  eligibles  (TRICARE  Management  Activity,  2001b).  Under 
TFL,  DoD  continues  to  have  sole  responsibility  for  direct  care  but  now  also  has  responsibil¬ 
ity  as  secondary  payer  for  civilian  care.  DoD  will  spend  an  estimated  $3.9  billion  in  secon¬ 
dary  payments  for  civilian  care  furnished  to  Medicare  beneficiaries  (TRICARE  Management 
Activity,  2001b). 


Focus  of  This  Study 

This  report  examines  the  new  TFL  program  with  the  goal  of  identifying  areas  that  may  pose 
policy  and/or  implementation  issues.  Where  appropriate,  the  report  suggests  policy  options 
that  DoD  could  consider  to 

•  make  benefits  more  efficient,  from  the  perspective  of  DoD,  taxpayers,  and  benefici¬ 
aries  (by  considering  changes  in  the  benefit  structure) 

•  promote  easier  operation  of  the  TFL  program  (by  improving  benefit  compatibility, 
for  example) 

•  improve  the  overall  benefit  package  for  Medicare-eligible  military  beneficiaries. 

Given  the  limited  time  and  resources  for  this  study,  we  focused  on  three  types  of  is¬ 
sue  areas:  those  that  DoD  specifically  asked  us  to  examine  (such  as  managed  care  options, 
including  the  new  TRICARE  Plus  program,  and  Medicare  payments  for  MTF  care);  areas  in 
which  the  Medicare  and  TRICARE  benefits  differ  significantly  (e.g.,  behavioral  health  care 
and  coverage  for  certain  emerging  technologies);  and  areas  of  potential  operational  concern 
(e.g.,  medical  necessity  determinations). 

Some  of  the  issues  identified  here  have  already  been  addressed  by  Congress  or  the 
TRICARE  Management  Activity  (TMA).  Such  cases  are  noted  in  this  report. 


Research  Methodology 

In  conducting  this  research,  we  relied  on  several  sources  of  information.  We  began  with  a 
comprehensive  review  of  relevant  policy  manuals,  literature,  and  other  materials  on  both  the 
Medicare  and  TRICARE  programs  to  document  and  compare  the  eligibility  requirements, 
benefit  definitions,  and  coverage  policies  within  each  program.  To  inform  our  analysis,  we 
also  obtained  quantitative  data  regarding  the  number  and  geographic  distribution  of  Medi- 
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care-eligible  military  retirees  from  the  TMA  Health  Program  Analysis  and  Evaluation.4  As 
appropriate,  RAND  Corporation  staff  received  copies  of  internal  DoD  communications  and 
briefing  slides  to  inform  the  work.  We  also  conducted  a  number  of  formal  and  informal  in¬ 
terviews  and  discussions  with 

•  key  Department  of  Defense  officials,  including  legal  counsel,  policymakers,  and 
health  program  managers  as  well  as  appropriate  TRICARE  Management  Activity  op¬ 
erations  staff  responsible  for  TFL  implementation 

•  representatives  from  each  of  the  DoD  Surgeons  General  offices  (Army,  Navy,  and  Air 
Force) 

•  representatives  from  beneficiary  advocacy  groups,  such  as  the  Retired  Officers  Asso¬ 
ciation  and  the  National  Military  Family  Association,  Inc. 

•  non-DoD  experts  knowledgeable  in  relevant  health  benefit  areas,  such  as  long-term 
care  or  emerging  technologies. 

In  general,  the  interviews  served  several  purposes,  including 

•  refining  the  research  questions  and  topic  areas  for  the  report 

•  clarifying  TRICARE  benefit  policies  with  regard  to  coverage  areas,  special  programs 
(e.g.,  TRICARE  Plus),  and  claims  processing 

•  documenting  topics  related  to  TFL  implementation,  such  as  implementation  plans, 
goals  for  TRICARE  Plus,  and  issues  with  TMA’s  communication  with  beneficiaries 
about  TFL  program  benefits. 

This  work  was  also  significantly  informed  by  our  review  of  relevant  non-DoD  health 
care  literature  written  by  various  authors  and  the  accumulated  knowledge  and  experience  of 
those  authors  in  the  specific  areas  they  addressed. 

The  initial  work  for  this  report  was  conducted  prior  to  TFL  implementation  on  Oc¬ 
tober  1 ,  200 1 .  Since  the  TFL  implementation,  we  have  not  updated  the  report  to  discuss  ex¬ 
perience  under  TFL  or  policy  changes  since  TFL  implementation  (for  example,  subsequent 
changes  in  Medicare  coverage  policies).  However,  in  Chapter  Two,  we  did  update  our  dis¬ 
cussions  of  benefit  coordination  issues  that  have  been  addressed  by  subsequent  legislation: 

•  The  FY2002  National  Defense  Authorization  Act  (Public  Law  107-107,  December 
28,  2001)  addressed  inconsistencies  between  Medicare  and  TRICARE  regarding  eli¬ 
gibility,  coverage,  and  payment  for  post-acute  care  services  (i.e.,  services  provided  by 
skilled  nursing  facilities  and  home  health  agencies). 

•  The  FY2003  National  Defense  Authorization  Act  (Public  Law  107-314)  eliminated 
the  prior  authorization  requirement  for  inpatient  psychiatric  services  covered  under 
Medicare.  In  addition,  Section  705  of  the  FY2003  NDAA  provides  that  a  physician 
or  other  practitioner  who  is  eligible  to  receive  reimbursement  for  services  under 
Medicare  is  also  approved  to  provide  care  under  TFL. 


4  See  Military  Health  System,  “Health  Budgets  and  Financial  Policy”  website  (http://www.ha.osd.mil/HBFP/default.cfin). 
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Organization  of  This  Report 

Chapter  Two  provides  a  basic  summary  of  Medicare  and  TRICARE  eligibility  and  entitle¬ 
ment  requirements,  describes  Medicare  and  TRICARE’s  respective  benefit  structures,  and 
discusses  how  these  benefits  are  coordinated  to  cover  health  care  services  provided  to  the 
TFL-eligible  population.  It  then  focuses  on  several  benefit  areas  with  potential  benefit  incon¬ 
sistencies  or  non-covered  services.  Chapter  Three  considers  the  implications  of  alternative 
beneficiary  cost-sharing  policies  for  civilian  care.  Chapter  Four  examines  the  opportunity  for 
managing  direct  care  services  provided  by  MTFs  through  TRICARE  Plus.  Chapter  Five  dis¬ 
cusses  potential  models  for  the  Medicare  program  to  share  in  the  costs  of  MTF  care  fur¬ 
nished  to  TFL  beneficiaries.  Each  chapter  also  includes  a  discussion  of  policy  options.  Chap¬ 
ter  Six  presents  a  summary  of  findings  and  recommendations  on  the  areas  examined  in  this 
report. 


CHAPTER  TWO 

Medicare  and  TRICARE  Benefits  and  Coverage  Policies 


This  chapter  examines  issues  raised  by  differences  in  Medicare  and  TRICARE  benefit  design 
and  coverage  policies.  We  begin  with  an  overview  of  eligibility,  benefits,  coverage,  and  medi¬ 
cal  necessity  determinations,  and  the  appeals  process  under  both  programs.  We  then  high¬ 
light  specific  areas — emerging  technologies,  post-acute  care  services,  and  behavioral  health 
care — where  there  are  differences  between  TRICARE  and  Medicare  benefits,  discuss  how 
these  differences  are  handled  under  TFL,  and  consider  TRICARE’s  liability  for  payment. 

For  purposes  of  our  discussion,  the  following  definitions  apply: 

•  Coverage  policy  is  a  population-based  determination  that  a  service  is  eligible  for 
Medicare  payment  or  TRICARE  cost-sharing  under  certain  conditions. 

•  Medical  necessity  determinations  are  made  on  specific  claims  based  on  whether  the 
beneficiary  meets  the  clinical  criteria  that  have  been  established  for  coverage  of  the 
service. 

•  Payment  determinations  relate  to  the  amount  of  Medicare  payment  that  will  be  made 
for  a  medically  necessary  covered  service. 


Overview  of  Medicare  and  TRICARE  Programs 

Medicare  has  traditionally  been  administered  as  two  separate  entitlements:  Hospital  Insur¬ 
ance  (Part  A)  and  Supplemental  Medical  Insurance  (Part  B).1  Part  A  coverage  is  generally 
provided  automatically,  free  of  premiums,  to  eligible  persons.  Most  U.S.  citizens  age  65  or 
over  are  eligible  for  Medicare.  In  addition,  Medicare  covers  the  disabled  and  persons  with 
end-stage  renal  disease.  Coverage  under  Part  B  is  based  on  voluntary  enrollment  and  pay¬ 
ment  of  a  monthly  premium  ($58.70  in  2003).  Beneficiaries  who  do  not  enroll  in  Part  B  at 
age  65  may  do  so  later;  however,  in  general,  the  Part  B  premium  increases  10  percent  for 
each  year  after  age  65  that  the  beneficiary  is  not  enrolled. 

The  TRICARE  program  was  established  in  1992  to  create  a  comprehensive  managed 
health  care  program  for  the  delivery  and  financing  of  health  care  services  in  the  Military 


1  The  statutory  provisions  for  Medicare  are  in  Title  18  of  the  Social  Security  Act,  designated  “Health  Insurance  for  the 
Aged  and  Disabled.”  Entidement  for  Medicare  is  specified  in  42  Code  of  Federal  Regulations  (CFR)  406.  The  Balanced 
Budget  Act  of  1997  also  introduced  a  third  part,  sometimes  known  as  Part  C,  the  Medicare+Choice  program,  which  ex¬ 
panded  beneficiaries’  options  for  participation  in  private-sector  health  care  plans. 
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Health  System  (MHS).2  TRICARE  generally  covers  all  active  duty  personnel  and  military 
retirees  and  their  eligible  dependents.  To  be  eligible  for  TRICARE  for  Life,  a  person  must  be 
a  military  retiree,  survivor,  or  dependent  who  is  entitled  to  Medicare  Part  A,  65  years  of  age 
or  older,  and  enrolled  in  Medicare  Part  B.3 

For  military  beneficiaries  under  age  65,  the  TRICARE  program  offers  benefit  op¬ 
tions,  known  as  TRICARE  Prime,  Standard,  and  Extra.  TRICARE  Prime  is  essentially  a 
health  maintenance  organization;  the  provider  network  consists  primarily  of  military  treat¬ 
ment  facilities  (the  “direct  care”  system),  supplemented  by  authorized  care  from  designated 
civilian  providers  (the  “purchased  care”  system).  Beneficiaries  who  enroll  in  TRICARE 
Prime  receive  priority  access  to  care  at  MTFs,  are  generally  locked  into  the  designated  pro¬ 
vider  network,  and  are  required  to  follow  the  referral  and  utilization  management  guidance 
of  a  primary  care  manager.  Worldwide,  the  services  operated  76  hospitals  and  460  clinics  in 
2001  (Department  of  Defense,  2002).  TRICARE  Standard  and  Extra  collectively  function 
essentially  as  a  preferred  provider  organization.  TRICARE  Extra  covers  the  use  of  in-network 
providers,  and  Standard  covers  the  use  of  out-of-network  providers.  Beneficiaries  who  do  not 
enroll  in  TRICARE  Prime  are  automatically  eligible  for  TRICARE  Standard/Extra;  these 
beneficiaries  remain  eligible  for  MTF  care  on  a  space-available  basis,  with  low  priority. 

Before  TFL,  military  retirees  became  ineligible  for  TRICARE  at  age  65,  although  they 
remained  eligible  for  MTF  care  on  a  space-available  basis  with  the  same  low  priority  as  other 
retirees  who  are  not  enrolled  in  TRICARE  Prime.  TFL  requires  no  enrollment  (beyond  en¬ 
rollment  in  Medicare  Part  B)  and  no  premiums.  In  general,  TFL  beneficiaries  remain  eligible 
for  MTF  care  on  a  space-available  basis.  However,  as  discussed  in  greater  detail  in  Chapter 
Four,  some  beneficiaries  are  being  offered  priority  access  to  MTF  primary  care  under  a  new 
program  called  TRICARE  Plus,  which  was  developed  concurrently  with  TFL. 


Comparison  of  Medicare  and  TRICARE  Benefits 

Most  health  care  services  that  are  covered  benefits  under  TRICARE  are  also  covered  benefits 
under  Medicare,  and  vice  versa.  In  general,  TFL  covers  Medicare’s  cost-sharing  requirements 
for  services  that  are  covered  by  both  programs.  TFL  does  not  cover  Medicare’s  cost-sharing 
unless  the  service  is  also  covered  by  TRICARE.  If  a  service  is  covered  by  TRICARE  but  not 
by  Medicare,  TFL  beneficiaries  face  the  same  access  and  cost-sharing  rules  as  other 
TRICARE  beneficiaries.4 

Table  2.1  is  a  side-by-side  comparison  of  benefits  that  are  eligible  for  payment  under 
Medicare  and  TRICARE.  In  general,  these  benefits  are  largely  comparable.  However,  there 
are  several  areas  of  inconsistency  in  either  benefits  covered,  coverage  limits,  and/or 


2  Entitlement  to  TRICARE  benefits  is  defined  in  Title  10  of  the  U.S.  Code.  With  a  few  exceptions,  those  eligible  for 
TRICARE  must  be  listed  in  the  Defense  Enrollment  Eligibility  Reporting  System  (DEERS)  in  order  to  receive  care. 

3  More  specifically,  only  the  following  persons  are  eligible:  a  retired  uniformed  service  member  or  a  dependent  (except  for 
parents  and  parents-in-law)  of  a  retired  uniformed  service  member;  a  member  who  died  while  on  active  duty  for  more  than 
30  days;  or  a  member  who  died  from  an  injury,  illness  or  disease  incurred  or  aggravated  while  on  active  duty  for  less  than  31 
days,  was  in  training,  or  was  traveling  to  or  from  a  place  of  duty;  or  an  un-remarried  former  eligible  spouse  who  does  not 
have  an  employer-sponsored  health  plan  (see  10  U.S.C.  1071(2)). 

4  TRICARE  beneficiaries  have  a  $3,000  per  year  catastrophic  cap,  beyond  which  TRICARE  provides  100  percent  coverage. 
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preauthorization  requirements.  For  example,  certain  chiropractic  services  are  covered  by 
Medicare  but  not  by  TRICARE,  and  services  provided  by  Christian  Science  practitioners  are 
covered  by  TRICARE  but  not  by  Medicare.  In  addition,  Medicare  and  TRICARE  have  dif¬ 
fering  policies  with  regard  to  benefit  limits  and  preauthorization  for  services  in  some  areas, 
such  as  mental  health  and  skilled  nursing  facility  services. 


Comparison  of  Coverage  and  Medical  Necessity  Determinations 

The  Medicare  law  does  not  list  the  specific  items  and  services  eligible  for  coverage  under  the 
Medicare  program.  Rather,  it  vests  the  Secretary  of  the  Department  of  Health  and  Human 
Services  (DHHS)  with  authority  to  make  decisions  about  which  specific  items  and  services 
within  the  broad  benefit  categories  can  be  covered  by  Medicare  under  a  general  requirement 
that  no  payment  is  to  be  made  for  services  that  are  not  “reasonable”  and  “necessary”  for  the 
diagnosis  and  treatment  of  an  illness  or  injury.5  The  individual  contractors  that  process 
claims  for  Medicare  make  most  coverage  decisions.  Issues  that  involve  significant  scientific  or 
medical  controversy,  that  potentially  have  a  major  impact  on  the  Medicare  program,  or  that 
are  subject  to  broad  public  controversy  may  be  raised  to  the  national  level  and  become  na¬ 
tional  coverage  policy.  National  coverage  determinations  are  binding  on  all  Medicare  con¬ 
tractors.6 

In  contrast,  TRICARE  benefits  and  coverage  policies  are  set  by  legislation,  guided  by 
Title  10  of  the  U.S.  Code,  and  outlined  in  a  comprehensive  set  of  TRICARE  policy  manuals 
and  implemented  by  five  TRICARE  Managed  Care  Support  Contractors7  (MCSC)  covering 
12  geographical  health  care  regions  within  the  United  States.  The  Managed  Care  Support 
Contract  Operations  Manual  guides  each  MCSC  in  implementing  these  policies.  In  addition, 
TRICARE’s  Quality  and  Utilization  Review  Peer  Review  Organization  Program  assists  in 
monitoring  utilization,  reviewing  claims,  and  considering  appeals  for  coverage.  Currently, 
private  contractors  process  TRICARE  claims. 

Both  Medicare  and  TRICARE  require  that  services  or  supplies  be  medically  neces¬ 
sary  in  order  to  be  covered.  While  the  wording  of  their  medical  necessity  statements  varies 
slightly,8  the  basic  intent  remains  the  same:  that  the  service  or  supply  is  reasonable  and  nec¬ 
essary  for  the  diagnosis  or  treatment  of  an  illness  or  injury.  The  TRICARE  definition  is  more 
expansive  than  Medicare’s;  in  particular,  it  includes  preventive  services  and  services  intended 
to  sustain  a  patient’s  current  condition.  TRICARE  also  provides  benefits  to  beneficiaries  of 
all  ages,  including  children.  When  a  service  or  item  is  a  benefit  of  both  TRICARE  and 


5  Coverage  policies  are  defined  in  the  Social  Security  Act  (e.g.,  Sections  1812  and  1861),  in  the  Code  of  Federal  Regula¬ 
tions  (42  CFR),  and  in  several  manuals  produced  by  the  Center  for  Medicare  and  Medicaid  Services. 

6  The  process  by  which  Medicare  makes  a  national  coverage  decision  is  outlined  in  the  Federal  Register,  April  27,  1999  (64 
FR  22619-22625). 

7  These  contracts  were  to  be  renegotiated  in  FY2003. 

8  The  medical  necessity  definitions  are  as  follows: 

Medicare'.  Items  and  services  must  be  considered  reasonable  and  necessary  for  the  diagnosis  and  treatment  of  illness  or  injury 
or  to  improve  the  functioning  of  a  malformed  body  member  to  be  eligible  for  payment. 

TRICARE •  The  frequency,  extent,  and  types  of  medical  services  or  supplies  must  represent  appropriate  medical  care  and  be 
generally  accepted  by  qualified  professionals  to  be  reasonable  and  adequate  for  the  diagnosis  and  treatment  of  illness,  injury, 
pregnancy,  and  mental  disorders  or  that  are  reasonable  and  adequate  for  well-baby  care. 
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Medicare,  TFL  relies  on  Medicare’s  medical  necessity  review  and  determination.  That  is,  if  a 
dually  covered  service  claim  is  denied  for  reimbursement  from  Medicare  on  the  basis  of 
medical  necessity,  TRICARE  will  not  consider  the  claim  for  TFL  cost-sharing.  In  cases  in 
which  a  Medicare  claim  is  denied  because  it  is  for  a  service  that  is  not  covered  by  Medicare, 
TRICARE  will  accept  the  claim  for  processing  and  determine  whether  the  item  or  service  is 
eligible  for  cost-sharing  or  payment  under  current  TRICARE  policies. 

DoD  regulations  implementing  the  TFL  program  concentrate  on  differences  in  basic 
categories  of  benefits,  such  as  Medicare’s  coverage  of  certain  chiropractic  services  or 
TRICARE’s  outpatient  drug  benefit,  and  how  claims  for  those  services  will  be  handled.  The 
regulations  do  not  specifically  deal  with  differences  where  the  basic  benefit  category  is  the 
same;  for  example,  both  programs  cover  inpatient  hospital  services,  but  the  specific  service  in 
question  (e.g.,  pancreas  transplant)  is  not  covered  by  one  of  the  two  programs  because  it  is 
not  “reasonable  and  necessary”  in  accordance  with  standard  medical  practice. 

A  potential  concern  for  TFL  is  whether  the  coding  specificity  in  Medicare’s  claims 
determination  is  sufficient  for  TRICARE  to  distinguish  between  Medicare  coverage  and 
medical  necessity  determinations  and  establish  its  cost-sharing  liability  accurately.  For  exam¬ 
ple,  the  Medicare  contractor  may  make  a  medical  necessity  denial  on  a  claim  for  a  procedure 
that  is  not  covered  for  the  patient’s  condition  but  is  covered  for  other  conditions;  e.g.,  Medi¬ 
care  covers  positron  emission  tomography  (PET)  scans  for  only  certain  indications.  If 
TRICARE  typically  covers  the  procedure  for  the  patient’s  condition,  a  concern  could  be 
raised  that  Medicare’s  denial  based  on  medical  necessity  might  preclude  TRICARE  from  re¬ 
viewing  and  considering  the  claim  for  payment.  TMA  has  indicated  that  the  claim  denial 
codes  used  by  the  Medicare  contractors  should  be  sufficient  for  TRICARE’s  purposes,  but 
this  hinges  on  an  empirical  question  that  will  need  to  be  evaluated  in  practice. 


Comparison  of  Denials  and  Appeals 

Both  Medicare  and  TRICARE  beneficiaries  have  appeal  rights  when  a  claim  for  health  care 
services  or  supplies  has  been  denied.  For  TFL  beneficiaries,  TMA  has  indicated  that  the 
Medicare  appeals  process  takes  precedence  for  services  that  are  covered  by  both  Medicare  and 
TRICARE.  DoD  regulations  provide  that  “services  and  supplies  denied  payment  by  Medi¬ 
care  would  not  be  considered  for  coverage  by  TRICARE  if  the  Medicare  denial  is  appealable 
under  the  Medicare  appeals  process.”9  The  policy  should  be  reviewed  to  ensure  that  it  is 
working  as  intended  for  Medicare  denials  involving  national  coverage  determinations  that 
cover  a  service  for  specified  conditions  only.  If  the  patient  s  condition  does  not  meet  the  es¬ 
tablished  criteria,  the  denial  may  be  appealed.  However,  the  appeal  is  essentially  pro  forma 
because  the  coverage  policy  is  binding  on  the  hearing  office  or  administrative  law  judge.  Be¬ 
cause  the  decision  may  be  appealed  under  Medicare,  it  is  possible  that  TRICARE  will  not 
consider  the  claim  for  coverage  even  though  the  service  is  a  TRICARE  covered  benefit, 
would  meet  TRICARE  conditions  for  medical  necessity,  and  would  be  covered  for  the 
TRICARE  non-Medicare  population. 


9  32  CFR  199.10. 
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Comparison  of  Coverage  for  Emerging  Technologies 

Emerging  technology  is  one  area  that  may  require  special  attention  from  DoD.  Almost  by 
definition,  coverage  policies  for  emerging  technologies  are  continuously  evolving  in  both 
TRICARE  and  Medicare,  as  new  technology  is  disseminated  and  additional  information  be¬ 
comes  available  on  the  safety  and  efficacy  of  specific  technologies.  Medicare’s  coverage  poli¬ 
cies  for  a  particular  technology  at  a  particular  point  in  time  may  conflict  with  those  that 
TRICARE  has  established  for  beneficiaries  under  age  65.  In  addition,  Medicare  policies  may 
vary  geographically  by  contractor. 

Medicare’s  process  for  making  coverage  policy  has  become  increasingly  evidence 
based  and  public,  and  Medicare’s  coverage  of  emerging  technologies  has  expanded.  One  re¬ 
sult  of  Medicare’s  expanding  coverage  is  that  TRICARE’s  coverage  policies  currently  appear 
to  be  more  restrictive  than  Medicare’s  in  areas  in  which  both  programs  have  specified  the 
indications  or  conditions  for  which  a  certain  technology  will  be  covered.  In  addition,  the 
Medicare  program  has  issued  policies  on  a  broader  range  of  procedures. 

Policies  pertaining  to  coverage  of  devices  and  drugs  that  are  regulated  by  the  Food 
and  Drug  Administration  (FDA)  are  fairly  similar.  Under  both  programs,  an  FDA  determi¬ 
nation  that  the  regulated  drug  or  device  is  “safe  and  effective”  is  necessary  but  not  sufficient 
for  coverage.  Medicare  requires  clinical  data  supporting  a  determination  that  the  technology 
is  “reasonable  and  necessary”  for  diagnosis  and  treatment  of  the  Medicare  population.  Simi¬ 
larly,  TRICARE  requires  reliable  evidence  that  the  technology  is  medically  necessary  and  in 
accordance  with  nationally  accepted  standards  of  practice  in  the  medical  community. 

TRICARE  and  Medicare  also  have  similar  policies  with  regard  to  investigational  de¬ 
vices  undergoing  the  FDA’s  pre-market  approval  process  for  devices  that  represent  a  poten¬ 
tially  significant  risk  of  illness  or  injury.  TRICARE  and  Medicare’s  policies  for  off-label  uses 
of  drugs  and  devices  are  also  similar. 

Potential  Differences  in  Coverage  Policies  for  New  Technologies 

Although  the  general  policies  are  the  same,  coverage  determinations  for  specific  technologies 
are  frequently  complex  and  involve  both  medical  necessity  determinations  and  payment  de¬ 
terminations  as  well  as  application  of  specific  coverage  policies.  We  assume  that  TRICARE 
will  follow  Medicare’s  coverage  policies  when  it  has  not  established  its  own  coverage  policy 
for  a  new  technology.  However,  as  discussed  above,  it  is  not  clear  how  different  coverage 
policies  that  are  based  on  whether  a  service  is  reasonable  and  necessary  in  accordance  with 
standard  medical  practice  without  regard  to  an  individual  patient’s  medical  condition  will  be 
handled.  We  can  envision  the  following  situations: 

•  If  Medicare  covers  a  certain  technology  and  TRICARE  does  not,  a  decision  to  follow 
Medicare’s  determination  that  the  service  is  medically  necessary  would  result  in  the 
service  being  treated  differently  for  the  under-65  TRICARE  population  than  the 
TFL  population.  Not  covering  the  service  will  raise  the  issue  of  why  TRICARE  does 
not  consider  the  service  to  be  medically  necessary  when  Medicare  does. 

•  If  Medicare  does  not  cover  a  technology  and  TRICARE  does,  a  decision  to  follow 
Medicare’s  determination  means  that  the  TFL  beneficiary  would  not  receive  the  same 
benefits  that  are  extended  to  the  rest  of  the  TRICARE  population.  Paying  for  the 
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service  would  raise  the  issue  of  why  Medicare  does  not  consider  the  service  to  be 
medically  necessary  when  TRICARE  does. 

Opportunities  for  different  coverage  policies  for  emerging  technologies  could  arise 
under  the  three  situations  described  next. 

Scenario  1:  Medicare  Has  a  National  Coverage  Policy.  The  Center  for  Medicare 
and  Medicaid  Services  (CMS)  considers  making  national  coverage  policy  determinations  for 
emerging  technologies  when  there  are  inconsistencies  in  local  coverage  policy  determinations, 
substantial  disagreement  among  medical  experts  regarding  whether  the  technology  is  reason¬ 
able  and  necessary,  and/or  when  there  is  potential  for  over-utilization  of  the  technology  with 
significant  impact  on  program  expenditures.  When  there  are  national  Medicare  coverage 
policies,  Medicare  benefits  are  uniform  for  all  beneficiaries,  regardless  of  place  of  residence. 
While  denials  may  be  appealed,  the  coverage  policy  is  binding  on  the  hearing  officer  or  ad¬ 
ministrative  law  judge. 

Scenario  2:  Medicare  Has  No  National  Coverage  Policy.  Under  Medicare,  most 
coverage  policies  on  emerging  technology  are  made  at  the  local  contractor  level  in  part  be¬ 
cause  there  is  inadequate  or  no  scientific  evidence  available  to  establish  a  national  coverage 
policy.  The  general  questions  that  a  contractor  asks  in  developing  local  medical  review  policy 
are:  Is  the  product  safe  and  effective?  Is  it  reasonable  and  necessary?  Is  it  experimental  or  in¬ 
vestigational?  In  determining  the  answer  to  these  questions,  contractors  draw  on  existing 
coverage  policies  and  guidance  and  seek  input  from  local  medical  advisory  committees. 
Leaving  the  determinations  to  be  made  at  the  local  level  allows  for  some  technology  diffusion 
but  also  creates  the  potential  for  coverage  of  a  new  technology  in  one  geographic  area  but  not 
in  another.  Thus,  as  is  the  case  with  other  Medicare  beneficiaries,  Medicare  may  cover  a 
technology  for  some  TFL  beneficiaries  but  not  for  others. 

Scenario  3:  Medicare-Covered  Clinical  Trials.  The  Medicare  program  pays  for  rou¬ 
tine  patient  care  costs  and  costs  due  to  medical  complications  associated  with  participation  in 
qualifying  clinical  trials.  A  qualifying  trial  evaluates  a  service  that  (1)  falls  within  a  Medicare 
benefit  category;  (2)  has  a  therapeutic  intent  (e.g.,  is  not  designed  solely  to  test  toxicity),  (3) 
enrolls  diagnosed  beneficiaries  rather  than  healthy  volunteers;  and  (4)  is  funded  by  a  federal 
agency  or  a  cooperative  center  funded  by  a  federal  agency,  or  is  a  drug  trial  that  is  exempt 
from  having  an  Investigational  New  Drug  application.  CMS  maintains  a  Medicare  clinical 
trials  registry  for  qualifying  trials.  The  following  applies  to  qualifying  trials: 

•  Routine  costs  are  covered  for  Medicare  beneficiaries  in  both  the  experimental  group 
and  the  control  group.  Routine  costs  include  medically  necessary  conventional  care 
that  would  be  provided  absent  a  clinical  trial,  services  required  for  the  provision  of 
the  investigational  item  or  service  (e.g.,  administration  of  a  non-covered  cancer  drug), 
and  services  required  for  monitoring  or  diagnosis  and  treatment  of  complications. 

•  The  investigational  device  itself  is  not  covered  under  the  national  coverage  determina¬ 
tion  for  clinical  trials.  In  addition,  items  and  services  provided  as  part  of  the  clinical 
trial  are  not  covered  if  they  are  (1)  needed  solely  for  data  collection  and  analysis,  (2) 
customarily  provided  by  the  research  sponsors  free  of  charge,  or  (3)  provided  solely  to 
determine  trial  eligibility  (Health  Care  Financing  Administration,  2001a  and 

2001b). 
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As  a  general  policy,  TRICARE  does  not  cover  clinical  trials;  however,  DoD  has  a 
demonstration  project  to  cover  National  Cancer  Institute-sponsored  Phase  II  and  Phase  III 
cancer  treatment  and  prevention  clinical  trials.  Unlike  Medicare,  TRICARE  will  cover 
screening  costs  to  determine  eligibility  to  participate  in  the  cancer  clinical  trial  in  addition  to 
the  medical  costs  associated  with  participation  (other  than  the  investigational  drugs).  Also, 
Medicare  does  not  generally  cover  cancer-prevention  trials  because  the  program’s  coverage  of 
preventive  services  is  also  limited. 

Comparison  of  Coverage  Policies  for  Selected  Technologies 

In  Table  2.3,  we  summarize  the  differences  between  Medicare  and  TRICARE  policies  re¬ 
garding  covered  services.  We  do  not  list  those  technologies  for  which  the  policies  appear  to 
be  consistent.  Further,  the  summary  is  not  intended  to  be  an  all-inclusive  list.  Rather,  it  is 
intended  to  highlight  the  sorts  of  questions  that  may  arise  due  to  the  differences  between  the 
two  programs.  Those  issues  include  the  following: 

1 .  Does  TRICARE’s  reliance  on  Medicare  medical  necessity  determinations  extend  to 
services  for  which  TRICARE  has  established  a  more  restrictive  coverage  policy?  For  ex¬ 
ample,  will  TRICARE  assume  secondary-payer  liability  for  a  Medicare-covered  PET  scan 
for  colorectal  cancer  or  for  a  Medicare-covered  pancreas  transplant  following  a  kidney 
transplant?  (These  services  are  currently  excluded  from  TRICARE  coverage  as  not  being 
proven  to  be  safe  and  effective,  but  they  are  covered  under  the  Medicare  program.)  If 
TRICARE  does  not  assume  secondary-payer  liability,  what  payment  policies  will  apply 
to  hospital  and  physician  services  that  are  furnished  in  conjunction  with  the  non-covered 
services? 

2.  If  TRICARE  ordinarily  covers  a  service  that  Medicare  does  not  cover  to  treat  a  specific 
condition,  will  TRICARE  treat  Medicare’s  denial  as  a  medical  necessity  denial  or  as  a 
non-covered  service?  For  example,  will  TRICARE  assume  primary-payer  liability  for  a 
PET  scan  performed  for  an  indication10  that  is  not  covered  by  Medicare,  e.g.,  a  PET  scan 
for  the  diagnosis  and  management  of  seizure  disorders? 

3.  Will  TRICARE  cover  as  the  primary-payer  certain  services  that  are  furnished  by  a  non- 
Medicare  covered  provider?  For  example,  a  broader  range  of  providers  of  biofeedback 
therapy  is  covered  under  TRICARE  than  under  Medicare.  Will  TRICARE  cover  bio- 
feedback  therapy  as  the  primary  payer  when  a  TRICARE-authorized  non-physician  pro¬ 
vider  furnishes  the  service? 

We  believe  that  TFL  will  highlight  coverage  inconsistencies  between  TRICARE  and 
Medicare  and  may  create  pressure  for  consistent  “federal”  coverage  policy.  As  a  general  rule, 
there  should  be  a  clear  rationale  for  why  a  specific  technology  is  covered  by  one  program  and 
not  the  other.  Because  the  two  programs  cover  different  populations,  there  may  be  some 
technologies  for  which  the  same  level  of  coverage  under  both  programs  is  not  appropriate. 
However,  both  programs  apply  a  “reasonable  and  necessary”  standard  that  takes  into  account 


10  A  sign  or  a  circumstance  that  points  to  or  shows  the  cause,  pathology,  treatment,  or  outcome  of  an  attack  of  disease. 
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Table  2.3 

Differences  Between  Medicare  and  TRICARE  Covered  Services 


Procedure 

Medicare  Coverage  Policy 

TRICARE  Coverage  Policy 

Allogeneic  bone  marrow 
transplantation 

Medicare  covers  at  least  three  indications 
that  are  explicitly  excluded  from  TRICARE 
coverage: 

1 .  Advanced  Hodgkin's  disease,  in  cases  in 
which  conventional  therapy  has  failed  and 
there  is  no  human  leukocyte  antigen 
(HLA)-matched  donor 

2.  Neuroblastoma 

3.  Multiple  myeloma,  in  cases  in  which  the 
beneficiary  has  newly  diagnosed  Durie- 
Salmon  Stage  II  or  III  or  responsive 
multiple  myeloma  with  adequate  cardiac, 
renal,  pulmonary  and  hepatic  functioning. 

More  restrictive;  see  Medicare  description. 

Ambulatory  blood  pressure 
monitoring 

Medicare  has  not  made  a  national 
coverage  policy  determination.  Local 
carrier  coverage  determinations  are  being 
made  (although  CMS  has  a  national 
coverage  determination  pending). 

TRICARE  has  determined  that  it  is  a  non- 
covered  procedure  of  unproven  value. 

Biofeedback  as  an  initial 
treatment  modality  for  urinary 
incontinence 

Medicare  has  a  national  coverage  policy 
determination  that  covers  biofeedback  for 
patients  with  stress  and/or  urge 
incontinence  who  have  already 
undergone  and  failed  a  trial  of  pelvic 
muscle  exercises.  CMS  leaves  it  to  the 
discretion  of  the  contractor  whether  to 
approve  coverage  for  the  use  of 
biofeedback  as  an  initial  treatment 
modality  for  urinary  incontinence. 

Medicare  requires  that  biofeedback  be 
provided  by  a  physician  or  "incident-to"  a 
physician's  service,  i.e.,  under  the  direct 
supervision  of  the  physician. 

TRICARE  covers  adjunctive  treatment  for 
muscle  re-education  of  specific  muscle 
groups  when  the  patient's  condition  is  not 
responding  to  other  forms  of  conventional 
treatment  (which  appears  to  preclude 
coverage  for  biofeedback  as  an  initial 
treatment  modality). 

TRICARE  requires  that  biofeedback 
therapy  be  provided  by  a  TRICARE- 
authorized  provider  (i.e.,  either  a 
physician  or  provider  to  whom  the 
patient  has  been  referred). 

Pancreas  transplantation 

Medicare  covers  a  pancreas  transplant 
when  it  is  performed  simultaneously  or 
after  a  kidney  transplant  for  beneficiaries 
with  end-stage  chronic  renal  disease 
(ESRD)  and  Type  1  or  Type  II  Diabetes 
Mellitus. 

TRICARE  covers  simultaneous  kidney- 
pancreas  transplantation  for  beneficiaries 
who  have  concomitant  ESRD  and  Type  1 
Diabetes  Mellitus  that  are  resistant  to 
exogenous  therapy.  Pancreas  transplants 
alone,  including  after  kidney 
transplantation,  are  not  covered. 

Percutaneous  transluminal 
angioplasty  (PTA)  of  the  carotid 
artery 

Medicare  will  cover  PTA  of  the  carotid 
artery  when  it  is  furnished  to  an  inpatient 
concurrent  with  a  carotid  stent 
replacement  under  an  approved  Category 

B  clinical  trial. 

TRICARE's  policy  manual  contains  a 
general  exclusion  for  PTA  of  the  carotid 
artery  and  makes  no  mention  of  when  it  is 
performed  concurrent  with  a  carotid  stent 
replacement. 

Positron  emission  tomography 

Medicare  covers  PET  scans  for  imaging  of 
the  perfusion  of  the  heart; 
characterization  of  solitary  pulmonary 
nodules  and  initial  staging  of  lung  disease; 
and  evaluation  of  recurrent  colorectal 
cancer,  staging  lymphoma,  or  staging 
recurrent  melanoma  prior  to  surgery.  CMS 
is  currently  evaluating  for  national 
coverage  determinations  for  Alzheimer's 
disease,  breast  cancer,  myocardial  viability, 
and  thyroid  cancer. 

TRICARE's  covered  indications  are 
diagnosis  and  management  of  seizure 
disorders,  evaluation  of  ischemic  heart 
disease,  and  diagnosis  and  management 
of  lung  cancer.  In  addition,  the  TRICARE 
policy  manual  states  that  PET  scans  for 
other  indications  are  covered  when 
reliable  evidence  supports  that  the  use  of 
a  PET  scan  is  safe,  effective,  and 
comparable  or  superior  to  standard  care 
(i.e.,  proven).  However,  TRICARE  explicitly 
excludes  PET  scans  for  a  number  of 
indications,  including  colorectal  cancer 
(one  of  the  Medicare-covered  indications). 
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medical  evidence  and  standard  medical  practice  and  should  result  in  similar  coverage  deter¬ 
minations.  TMA  is  not  represented  on  the  CMS  Medicare  Coverage  Advisory  Committee 
(MCAC).  Coordination  between  the  two  programs  could  be  enhanced  if  TMA  became  an 
active  participant  in  the  MCAC  deliberations  (as  it  was  on  the  predecessor  Medicare  Tech¬ 
nology  Assessment  Committee).  TMA’s  participation  in  the  committee  would  give  TMA  the 
opportunity  to  have  input  into  the  coverage  determination  process  and  to  make  deliberate 
judgments  regarding  whether  TRICARE’s  coverage  policies  should  deviate  from  Medicare’s. 


Comparison  of  Post-Acute  Care  Benefits 

The  term  “post-acute  care”  is  generally  applied  to  rehabilitation  and  long-term  hospital  inpa¬ 
tient  stays,  skilled  nursing  facility  care,  home  health  agency  (HHA)  services,  and  outpatient 
therapy  services.  The  term  is  somewhat  of  a  misnomer  in  that  HHA  services  and  outpatient 
therapy  services  are  not  limited  to  care  following  an  acute  illness  episode  and  can  involve 
medical  needs  for  chronic  conditions.  In  this  subsection,  we  focus  on  coordination  of  benefit 
issues  involving  skilled  nursing  facility  (SNF),  HHA,  and  outpatient  rehabilitation  services 
furnished  to  meet  either  post-acute  or  chronic  care  needs.  We  have  not  identified  any  issues 
specific  to  inpatient  rehabilitation  hospital  stays. 

Coverage  for  Skilled  Nursing  Facility  Services 

Medicare  coverage  for  skilled  nursing  facility  care  is  contingent  on  a  three-day  qualifying 
hospital  stay  ending  within  seven  days  of  the  SNF  admission  (or  14  days  under  certain  cir¬ 
cumstances).  A  patient  is  defined  as  needing  an  SNF  level  of  care  if  skilled  care  or  skilled  re¬ 
habilitative  care  is  furnished  on  a  daily  basis  (five  times  per  week  for  therapy)  that  as  a  practi¬ 
cal  matter  can  only  be  provided  on  an  inpatient  basis.  Custodial  care  is  not  covered  under 
the  Medicare  program.11 

Prior  to  TFL  (and  the  expansion  of  benefits  to  those  age  65  or  over),  TRICARE 
beneficiaries  had  very  little  need  for  SNF  services.  As  a  result,  few  restrictions  were  placed  on 
the  SNF  benefits.  No  qualifying  hospital  stay  was  required,  no  limits  were  set  on  the  dura¬ 
tion  of  medically  necessary  SNF  services,  and  SNF  providers  were  paid  for  the  billed  charges. 
The  FY2002  National  Defense  Authorization  Act  (Public  Law  107-107)  addressed  inconsis¬ 
tencies  between  Medicare  and  TRICARE  regarding  eligibility  for  SNF  care  and  the  payment 
rates  that  apply  when  TRICARE  is  the  primary  payer.  With  these  changes,  eligibility  for 
SNF  coverage  parallels  Medicare’s  requirement  for  a  three-day  qualifying  hospital  stay. 
TRICARE  is  liable  for  the  beneficiary’s  coinsurance  amounts  for  days  20  through  100  of  an 
SNF  stay.  However,  no  limitations  are  placed  on  the  duration  of  the  TRICARE  SNF  bene¬ 
fit.  Beginning  with  day  101,  when  Medicare  SNF  benefits  are  exhausted,  TRICARE  covers 
75  percent  of  allowed  charges,  and  the  TFL  beneficiary  is  responsible  for  the  remaining  25 
percent.  TRICARE  has  adopted  the  Medicare  prospective  payment  per  diem  rates  and  ap¬ 
plies  Medicare’s  level  of  care  criteria  in  making  medical  necessity  determinations  (Depart¬ 
ment  of  Defense,  2002). 


11  Medicare  defines  custodial  care  as  follows:  Treatment  of  services  regardless  of  who  recommends  them  or  where  they  are 
provided,  that  could  be  rendered  safely  and  easily  by  a  person  not  medically  skilled,  or  that  are  designed  mainly  to  help  the 
patient  with  activities  of  daily  living. 
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Two  areas  of  potential  concern  remain  for  DoD  regarding  how  TFL  is  being  imple¬ 
mented  with  respect  to  SNF  care.  The  first  is  the  lack  of  any  limitation  on  the  duration  of 
SNF  benefits.  For  the  first  100  days,  TFL  beneficiaries  have  no  cost-sharing  liabilities  and,  as 
a  result,  no  financial  incentives  to  seek  care  from  less-costly  alternatives.  After  100  days, 
when  there  is  25  percent  cost-sharing  with  TRICARE,  TFL  beneficiaries  have  some  incen¬ 
tive  to  find  alternative  care  settings.  However,  with  home  health  care  limited  to  part-time 
and  intermittent  care,  some  beneficiaries  with  skilled  nursing  needs  may  find  that  continuing 
SNF  care  is  an  attractive  option.  We  discuss  this  issue  further  in  the  subsection  below  on 
home  health  benefits. 

A  second  area  of  potential  concern  involves  services  after  day  101.  Medicare’s  per 
diem  prospective  payment  rates  are  all-inclusive  rates  that  cover  all  medically  necessary  ser¬ 
vices  provided  by  the  SNF.  For  covered  Part  A  stays,  Medicare’s  consolidated  billing  provi¬ 
sion  requires  the  SNF  to  bill  directly  for  all  services  (regardless  of  whether  they  are  provided 
by  the  SNF  or  by  an  outside  supplier  under  arrangements  with  the  SNF)  that  are  not  ex¬ 
pressly  excluded  from  the  provision.^  "VThcn  hdedicare  SNF  benefits  are  exhausted,  certain 
medical  and  other  health  services  (e.g.,  diagnostic  tests  and  therapy  services)  furnished  to  an 
SNF  resident  are  covered  under  Part  B  of  the  Medicare  program.  These  are  services  that 
would  have  been  covered  by  the  Medicare  per  diem  payment  for  a  covered  Part  A  stay. 

TRICARE  adopted  Medicare’s  per  diem  prospective  payment  system  and  consoli¬ 
dated  billing  requirements,  effective  August  1,  2003  (TRICARE  Management  Activity, 
2002a,  p.  27).  The  new  provider  agreement  requires  the  SNF  to  accept  TRICARE  payment 
as  the  full  payment  and  to  not  bill  TRICARE  beneficiaries  for  other  than  applicable  cost¬ 
sharing  amounts.  TRICARE’s  all-inclusive  per  diem  payment  to  the  facility  using  the  Medi¬ 
care  payment  rates  includes  services  that  would  be  covered  under  Part  B  of  the  Medicare 
program.  Presumably,  the  SNF  would  not  bill  hledicare  for  these  services  under  the  terms  of 
its  provider  agreement  with  TRICARE.  In  theory,  however.  Medicare  should  continue  as 
primary  payer  for  the  Part  B  services,  and  TRICARE  s  payment  should  be  net  of  any  Medi¬ 
care  Part  B  payments. 

Potential  TFL  savings  could  be  generated  by  requiring  that  the  SNF  bill  for  any  Part 
B  services  furnished  to  patients  in  a  TRICARE-covered  inpatient  stay  and  making 
TRICARE’s  per  diem  payment  to  the  SNF  net  of  any  Medicare  payments  made  for  those 
services.  However,  the  administrative  costs  associated  with  applying  this  policy  need  to  be 
considered.  Unless  a  substantial  number  of  TFL  beneficiaries  remain  in  the  SNF  after  100 
days,  the  potential  savings  that  would  be  generated  by  offsetting  Medicare  s  payments  may 
not  be  significant  enough  to  warrant  the  added  administrative  burden.  The  effect  on  benefi¬ 
ciary  cost-sharing  would  also  need  to  be  considered  before  implementing  the  policy. 

Coverage  for  Home  Health  Care 

To  be  eligible  for  home  health  care  from  a  Medicare  participating  HHA,  a  beneficiary  must 
be  homebound,  under  a  plan  of  care  established  by  a  physician,  and  need  one  or  more  of  the 
following: 


n  'rhe  excluded  services  include  the  professional  component  of  physician  services  (but  not  the  technical  component)  and 
other  professional  services  covered  under  Part  B,  certain  hospital  outpatient  and  dialysis-related  services,  ambulance  services, 
and  hospice  care  related  to  the  beneficiary’s  terminal  condition. 
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•  intermittent  skilled  nursing  care 

•  physical  therapy 

•  speech-language  pathology 

•  a  continuous  need  for  occupational  therapy  after  one  of  the  other  qualifying  services 
is  no  longer  needed. 

For  eligibility  purposes,  intermittent  skilled  nursing  care  is  defined  as  care  that  is 
needed  or  provided  on  fewer  than  seven  days  per  week  or  less  than  eight  hours  per  day  for 
periods  of  21  days  or  less.  Extensions  during  the  21 -day  period  are  permitted  when  the  need 
for  additional  care  is  finite  and  predictable. 

Medicare  beneficiaries  who  are  eligible  for  home  health  care  may  receive 

•  part-time  or  intermittent  skilled  nursing  and  home  health  aide  services 

•  physical  therapy,  speech  language  pathology,  and  occupational  therapy 

•  medical  social  services 

•  medical  supplies,  durable  medical  equipment  (DME),  and  injectible  osteoporosis 
drugs. 

For  coverage  purposes,  the  skilled  nursing  and  home  health  aide  services  may  be  fur¬ 
nished  on  any  number  of  days  provided  that  in  combination  they  are  furnished  less  than 
eight  hours  per  day  and  28  or  fewer  hours  per  week  (or,  subject  to  case  review,  35  or  fewer 
hours  per  week).  Medicare  makes  a  prospective  payment  covering  all  services  other  than 
DME  and  injectible  osteoporosis  drugs  provided  during  a  60-day  episode.  The  payment  is 
adjusted  for  clinical  severity,  functional  severity,  and  service  utilization.  Medicare  beneficiar¬ 
ies  have  no  coinsurance  liabilities  for  FIHA  services  other  than  20  percent  coinsurance  on 
DME  and  injectible  osteoporosis  drugs. 

The  TRICARE  benefit  for  HHA  services  differed  considerably  from  the  Medicare 
benefit  prior  to  the  FY2002  NDAA:  Eligibility  was  not  contingent  on  being  homebound  or 
needing  services  on  an  intermittent  part-time  basis.  The  FY2002  NDAA  changed  TRICARE 
HHA  benefits  so  that  they  conform  to  Medicare’s  coverage  policies.  With  these  changes, 
TRICARE  should  have  no  liability  for  HHA  services  provided  to  a  TFL  beneficiary  because 
all  medically  necessary  services  would  be  covered  by  Medicare’s  prospective  payment  system. 
These  changes  also  mean,  however,  that  a  beneficiary  who  needs  more  than  intermittent, 
part-time  care  receives  no  added  HHA  benefit  under  the  TFL  program. 

Policy  Option:  Expand  HHA  Coverage 

In  order  to  be  eligible  for  home  health  services  under  Medicare,  a  beneficiary  must  need  one 
of  the  four  qualifying  services  listed  above.  A  beneficiary  who  needs  skilled  nursing  care  on 
more  than  an  intermittent  part-time  basis  may  still  qualify  for  home  health  services  as  long  as 
there  is  a  need  for  one  of  the  other  qualifying  services.  In  this  situation,  Medicare  would 
cover  intermittent  part-time  skilled  nursing  and  home  health  aide  services  as  well  as  other 
medically  necessary  home  health  services,  and  the  beneficiary  would  be  liable  for  paying  for 
skilled  nursing  services  in  excess  of  28  hours  per  week. 

As  currently  structured,  TRICARE  would  not  cover  the  additional  skilled  services 
because  the  home  health  benefit  is  limited  to  “intermittent”  skilled  nursing  services  that  are 
already  being  covered  by  Medicare.  One  option  would  be  for  TRICARE  to  cover  the  addi- 


18  Health  Benefits  for  Medicare-Eligible  Military  Retirees:  Rationalizing  TRICARE  for  Life 


tional  services.  In  essence,  this  would  involve  a  legislative  change  that  would  make  the  need 
for  skilled  nursing  care  (without  the  “intermittent”  requirement)  one  of  the  qualifying  serv¬ 
ices  for  TRICARE-covered  home  health  services.  It  would  continue  to  limit  TRICARE  cov¬ 
erage  to  intermittent  part-time  skilled  nursing  and  home  health  aide  services  so  that  in  total 
the  TFL  beneficiary  could  be  covered  for  up  to  56  hours  of  skilled  nursing  care.  The  change 
could  apply  to  both  TFL  beneficiaries  and  beneficiaries  under  age  65  (who  would  be  respon¬ 
sible  for  paying  for  the  additional  care  but  would  no  longer  be  precluded  from  receiving  any 
home  health  benefits  if  they  needed  more  than  intermittent  skilled  nursing  care). 

A  question  that  would  need  to  be  addressed  is,  what  would  be  an  appropriate 
TRICARE  payment  in  these  situations?  Medicare  would  remain  the  primary  payer  for  up  to 
28  hours  of  the  skilled  nursing  and  home  health  aide  services  and  the  therapy  and  medical 
social  services.  One  option  would  be  for  TRICARE  to  pay  for  the  additional  skilled  nursing 
and  home  health  services  on  a  per-visit  basis  up  to  the  amount  that  TRICARE  would  pay  as 
primary  payer.  The  per-visit  rate  could  be  based  on  Medicare’s  wage-adjusted  rates  by  disci¬ 
pline  that  apply  to  low-utilization  episodes  (those  with  fewer  than  five  visits). 

TRICARE’s  liabilities  and  beneficiary  utilization  could  be  controlled  by  imposing 
coinsurance  and  capping  TRICARE  payments  at  75  percent  of  a  60-day  episode  payment. 
The  beneficiary  would  be  liable  for  any  remaining  services.  This  approach  would  shift  liabil¬ 
ity  from  the  Medicare  program  to  TRICARE  for  beneficiaries  who  would  otherwise  be  re¬ 
ceiving  Medicare-covered  SNF  care  to  meet  their  daily  skilled  nursing  needs.  However,  as 
discussed  in  the  next  section,  it  would  be  in  TRICARE  s  financial  interest  to  facilitate  dis¬ 
charges  of  long-stay  SNF  cases. 

Those  home  health  patients  who  initially  need  more  than  intermittent  skilled  nursing 
care  but  qualify  for  Medicare  home  health  aide  services  because  they  also  need  another  quali¬ 
fying  home  health  service  are  likely  to  lose  Medicare  coverage  after  one  or  two  60-day  epi¬ 
sodes  when  the  other  qualifying  service  is  no  longer  medically  necessary.  The  loss  of  Medi¬ 
care  coverage  could  create  pressure  for  TRICARE  to  become  the  primary  payer  for  all 
medically  necessary  services,  i.e.,  pay  for  more  than  intermittent  part-time  skilled  nursing 
and  home  health  aide  services.  Because  these  patients  have  benefited  from  combined  Medi- 
care/TRICARE  coverage  for  up  to  56  hours  of  skilled  nursing  care,  limiting  TRICARE  bene¬ 
fits  to  part-time  intermittent  services  at  this  point  could  be  seen  as  a  benefit  reduction.  It 
may  be  possible  to  control  this  perception  if  it  is  clear  from  the  outset  that  TRICARE  pays 
for  only  intermittent  part-time  skilled  nursing  and  home  health  services  but  will  supplement 
Medicare  covered  services  when  more  than  intermittent  skilled  nursing  care  is  needed  and 
any  coverage  reduction  is  in  Medicare  benefits  rather  than  TRICARE  benefits. 

Policy  Option:  Cover  Alternatives  to  SNF  Care 

The  prior  option  would  apply  to  all  TFL  beneficiaries.  This  option  would  confine  the  home 
care  alternatives  to  beneficiaries  who  would  otherwise  qualify  for  continuing  skilled  nursing 
facility  care,  e.g.,  those  who  require  daily  skilled  nursing  care  (or  skilled  rehabilitative  care 
five  times  per  week)  following  a  three-day  qualifying  hospital  stay. 

There  are  alternative  ways  that  financial  assistance  could  be  provided  to  this  group  of 
beneficiaries  to  enable  them  to  receive  services  in  a  community-based  setting.  In  each, 
TRICARE’s  liability  would  be  limited  to  what  its  liability  would  be  for  SNF  care  (the  coin¬ 
surance  amount  or  75  percent  of  the  per  diem  rate)  and  would  continue  only  so  long  as  the 
beneficiary  continued  to  need  an  SNF-level  of  care.  For  beneficiaries  who  are  discharged 
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from  a  Medicare-covered  SNF  stay  and  continue  to  need  daily  skilled  nursing  care,  the  op¬ 
tion  would  pay  for  medically  necessary  home  health  services  to  the  extent  that  they  are  not 
covered  by  the  Medicare  program.  If  the  policy  were  to  be  budget  neutral,  TRICARE’s  pay¬ 
ment  would  be  based  on  (1)  what  would  have  been  paid  if  the  SNF  stay  had  continued  (and, 
including  the  SNF  days,  would  be  zero  for  up  to  the  first  20  days,  the  SNF  coinsurance 
amount  for  days  20  through  100,  and  75  percent  of  the  per  diem  thereafter)  or  (2)  an  actu¬ 
arial  estimate  of  the  average  TRICARE  liability  for  SNF  stays.  However,  beneficiary  needs 
could  be  met  more  fully  if  a  higher  limit  (e.g.,  75  percent  of  the  per  diem  rate)  were  applica¬ 
ble  from  the  outset. 

One  alternative  would  be  to  confine  coverage  to  services  provided  by  Medicare- 
participating  home  health  agencies.  This  option  has  the  advantages  of  building  in  some 
quality  assurance  and  the  maximum  opportunity  for  Medicare’s  sharing  in  the  cost  of  caring 
for  these  patients  in  the  community.  In  essence,  it  would  extend  to  this  subset  of  TFL  bene¬ 
ficiaries  the  home  health  services  that  are  provided  for  disabled  dependents  under  the 
FY2002  NDAA.  However,  it  does  not  provide  the  beneficiary  with  the  flexibility  to  choose 
other  sources  of  daily  skilled  nursing  or  rehabilitative  care. 

A  “cash  and  counseling”  option  that  pays  the  beneficiary  a  fixed  monthly  amount 
based  on  a  percentage  of  the  market  cost  of  services  is  another  alternative.  This  option  would 
provide  greater  flexibility  to  tailor  the  purchase  of  community-based  services  to  an  individual 
beneficiary’s  needs. 


Comparison  of  Coverage  of  Outpatient  Rehabilitation  Services 

In  this  section,  we  discuss  differences  in  the  Medicare  and  TRICARE  benefits  for  outpatient 
rehabilitation  services  provided  to  beneficiaries  with  post-acute  and/or  chronic  care  needs. 
The  issues  for  these  services  primarily  stem  from  differences  in  the  settings  and  health  care 
professionals  who  can  furnish  and  bill  for  the  services.  Until  these  differences  are  resolved, 
this  situation  could  lead  to  inconsistencies  in  payment  and  implementation  difficulties.  Some 
of  these  issues  may  be  resolved  by  Section  705  of  the  FY2003  NDAA,  which  provides  that  a 
physician  or  practitioner  who  is  eligible  to  receive  reimbursement  for  services  under  Medi¬ 
care  is  also  approved  to  provide  services  under  TFL. 

Outpatient  Rehabilitation  Therapy 

Medicare  covers  outpatient  therapy  services  provided  by  the  following: 

•  Hospital  outpatient  departments 

•  Therapists  “incident  to”  physician  services 

•  Comprehensive  outpatient  rehabilitation  facilities  (CORFs) 

•  Outpatient  physical  therapy  providers  and  clinics  (OPTs) 

•  Physical  therapists  and  occupational  therapists  in  independent  practice 

•  Skilled  nursing  facility  services  for  Medicare  inpatients  not  receiving  covered  Part  A 
SNF  services. 
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All  outpatient  therapy  sessions  are  paid  under  the  physician  fee  schedule,  including 
those  furnished  by  hospital  outpatient  departments. 13  We  have  identified  several  areas  as  be¬ 
ing  potentially  problematic.  One  area  concerns  how  services  furnished  by  CORFs  and  outpa¬ 
tient  physical  therapy  providers  will  be  handled  by  TRICARE  as  a  secondary  payer.  These 
entities  do  not  appear  in  the  current  listing  of  TRICARE  authorized  providers  (in  32  CFR 
199.6(f)).  TRICARE  regulations  (32  CFR  199.6(f))  establish  a  special  category  for  corporate 
services  providers  to  accommodate  individual  professional  providers  (such  as  therapists)  who 
are  employed  by  a  corporation  or  foundation  that  principally  provides  professional  services 
within  the  scope  of  the  TRICARE  benefit.  A  participation  agreement  is  required  before  enti¬ 
ties  approved  under  this  provision  may  bill  TRICARE  for  their  services.  Following  the  prin¬ 
ciple  that  secondary  payments  will  be  made  only  if  services  are  payable  by  TRICARE  leads  to 
the  conclusion  that  TRICARE  will  not  cover  services  furnished  by  CORFs  and  OPTs  in  the 
absence  of  a  participation  agreement.  Unless  this  policy  is  changed,  this  situation  is  likely  to 
become  a  source  of  beneficiary  confusion  and  misunderstanding. 

Another  area  in  which  the  two  programs  diverge  is  speech-language  pathology.  Un¬ 
der  Medicare,  services  of  speech-language  pathologists  in  independent  practice  are  not  cov¬ 
ered.  TRICARE  covers  these  services  if  a  physician  refers  the  beneficiary  for  treatment  and 
provides  continuing  and  ongoing  oversight  and  supervision.  TRICARE  s  coverage  of  services 
provided  by  audiologists  in  independent  practice  is  also  less  restrictive  than  Medicare  s. 
Medicare  will  pay  for  only  diagnostic  tests,  whereas  TRICARE  will  cover  other  services  pre¬ 
scribed  by  a  physician  so  long  as  they  are  part  of  a  treatment  addressing  a  physical  defect  and 
not  an  educational  or  occupational  deficit  (in  which  educational  or  vocational  training  rather 
than  medical  care  is  needed  to  remedy  the  problem). 

Medicare  requires  a  patient  visit  to  a  physician  at  least  every  30  days  to  satisfy  the  re¬ 
quirement  for  physician  oversight  of  the  plan  of  treatment  for  care  provided  by  an  occupa¬ 
tional  or  physical  therapist.  While  TRICARE  requires  continuing  and  ongoing  oversight  of 
the  treatment,  national  policies  regarding  the  frequency  of  physician  visits  have  not  been  es¬ 
tablished.  If  the  TFL  beneficiary  does  not  have  the  Medicare-required  visits,  Medicare  will 
not  pay  for  the  therapy  services.  It  appears  that  TRICARE  will  become  the  primary  payer 
and  the  beneficiary  will  be  responsible  for  coinsurance  amounts. 

Coverage  for  Cardiac  Rehabilitation 

Differences  in  how  Medicare  and  TRICARE  cover  cardiac  rehabilitation  services  illustrate 
how  varying  coverage  limits  and  policies  can  cause  potential  difficulties  in  understanding  of 
benefits  and  processing  claims. 

Medicare  covers  supervised  cardiac  rehabilitation  as  a  physician  service.  The  current 
Medicare  policy  covers  physician-supervised  cardiac  rehabilitation  for  patients  who  (1)  have  a 
documented  diagnosis  of  acute  myocardial  infarction  within  the  preceding  12  months;  or  (2) 
have  had  coronary  bypass  surgery;  and/or  (3)  have  stable  angina  pectoris.  CMS  is  evaluating 
whether  to  expand  coverage  for  the  following  additional  indications:  (1)  heart  valve  replace¬ 
ment;  (2)  angioplasty;  (3)  heart  or  heart-lung  transplant;  and  (4)  congestive  heart  failure. 


13  The  Balanced  Budget  Act  of  1997  imposed  a  $1,500  cap  on  the  combined  total  of  physical  therapy  and  speech-language 
pathology  services  furnished  in  a  calendar  year  and  a  separate  $1,500  cap  on  occupational  therapy.  The  $1,500  cap  did  not 
apply  to  services  furnished  by  a  hospital  outpatient  department.  Subsequent  legislation  suspended  the  cap  effective  January 
1,  2000,  through  calendar  year  2002. 
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TRICARE  currently  covers  cardiac  rehabilitation  following  angioplasty  in  addition  to  the 
three  conditions  Medicare  currently  covers.  Until  Medicare  expands  the  indications  for  this 
care,  Medicare  denials  for  cardiac  rehabilitation  following  angioplasty  probably  will  cite  no 
“medical  necessity”  as  the  reason.  If  so,  this  is  an  illustration  of  a  case  when  a  Medicare 
“medical  necessity”  denial  will  trigger  a  TRICARE  denial  for  a  service  it  normally  covers. 

TRICARE  requires  that  the  cardiac  rehabilitation  be  provided  by  a  CHAMPUS- 
authorized  hospital.  Medicare  allows  freestanding  physician-directed  cardiac  rehabilitation 
facilities  to  provide  the  services.  Medicare  is  assessing  whether  physician  supervision  is  re¬ 
quired  (if  it  is  not,  a  legislative  change  would  be  required  to  cover  it  as  a  non-physician  bene¬ 
fit).  This  is  another  example  of  when  differences  in  the  providers  who  are  authorized  to  pro¬ 
vide  a  service  could  lead  to  confusion  and  misunderstanding  for  the  beneficiary. 


Comparison  of  Coverage  for  Behavioral  Health  Services 

Table  2.4  summarizes  the  behavioral  health  benefits  provided  under  Medicare  and 
TRICARE.  Both  programs  have  medical  review  guidelines  that  limit  benefits  for  some  types 
of  behavioral  health  services  (for  both  mental  and  substance  use  disorders),  including  both 
inpatient  and  outpatient  services.  These  benefits  can  be  increased  if  additional  services  are 
determined  to  be  medically  necessary.  The  Medicare  1 90-day  lifetime  limit  on  inpatient  care 
provided  by  psychiatric  hospitals  is  established  by  law  and  cannot  be  waived. 

As  the  discussions  in  the  following  sections  illustrate,  important  issues  to  consider  are 
the  complexity  of  these  differences  in  benefits  and  the  potential  difficulty  beneficiaries  face 
trying  to  make  sense  of  them  and  to  coordinate  them  in  a  time  of  crisis.  In  particular,  benefi¬ 
ciaries  in  need  of  mental  health  care  may  have  difficulty  understanding  their  benefits  due  to 
impaired  cognition.  While  TRICARE  has  indicated  that  beneficiaries  will  be  protected  and 
benefits  extended  if  utilization  management  (UM)  parameters  are  met,  beneficiaries  and 
their  families  bear  the  ultimate  responsibility  for  understanding  how  these  benefits  will  work 
together  to  cover  care  in  a  time  of  crisis.  The  adequacy  of  the  benefits  provided  by  the  two 
programs  is  a  different  issue  that  is  beyond  the  scope  of  this  study. 

Inpatient  Services 

Under  TRICARE,  payment  for  inpatient  psychiatric  care  is  limited  to  30  days  per  fiscal  year. 
The  limitation  is  required  by  statute,  but  a  waiver  may  be  obtained  for  medically  necessary 
care  beyond  30  days.14  Therefore,  TRICARE  payments  for  TFL  beneficiaries’  deductibles  or 
coinsurance  beyond  day  30  will  be  contingent  upon  waiver  of  the  30-day  limit  under 
TRICARE. 

TRICARE  requires  that  inpatient  stays  for  psychiatric  care  be  preauthorized.  If  an  in¬ 
stitutional  provider  fails  to  obtain  preauthorization,  TRICARE  benefits  will  be  extended; 
however,  a  penalty  of  not  less  than  10  percent  will  be  applied.15  This  requirement  also  used 


14  Public  Law  1 0 1  -5 1 0  and  1 0 1  -5 1 1 ,  32  CFR  1 99.4,  July  20 0 1 . 

15  32  CFR  199.15.  TRICARE  has  indicated  in  a  letter  to  a  managed  health  care  company  that  this  penalty  will  be  applied 
when  inpatient  admissions  are  not  preauthorized  according  to  TRICARE  policy.  Capt.  John  D’Alessandro,  chief,  Managed 


22  Health  Benefits  for  Medicare-Eligible  Military  Retirees:  Rationalizing  TRICARE  for  Life 


Table  2.4 

Behavioral  Health  Benefits 


Benefit  Type 

Medicare 

TRICARE 

Mental  Health  Services 

Inpatient  hospital  services 

General  Hospital — Same  as  other 
inpatient  hospital  benefits  (150  days 
per  benefit  period  plus  60  days  lifetime 
reserve) 

30-day  limit  per  fiscal  year  or  30  days 
per  admission;8  preauthorization 
required 

Psychiatric  Hospital— 1 90-day  lifetime 
limit 

Outpatient  services 

50%  coinsurance  for  visits  to  qualified 
providers  for  psychotherapy  and 
medication  management; 

80%  coinsurance  for  brief  office  visits 
to  psychiatrists  for  monitoring  or 
changing  psychotropic  medication, 
psychiatric  evaluation,  and/or 
consultation 

No  case  identification  or  case 
management  and  no  prescription  drug 
benefit 

20%  coinsurance  for  visits  to  qualified 
providers;  limited  to  two  visits  per 
week;  individual  psychotherapy 
sessions  limited  to  60  minutes  and 
family  sessions  to  90  minutes;  more 
than  eight  psychotherapy  visits  must 
be  preauthorized  b 

Prescription  drug  benefit 

Partial  hospitalization 

Residential  treatment 

20%  coinsurance;  no  day  limits 

Not  covered 

Limited  to  60  treatment  days  in 
benefit  period;  preauthorization 
required 

150-day  limit;  preauthorization 
required 

Substance  Abuse  Services  (Alcohol  and  Drug) 

Lifetime  treatment  limit 

None 

Limited  to  three  benefit  periods  for 
any  substance  disorder  treatment  in  a 
lifetime0 

Inpatient  detoxification 

Alcohol— National  guidelines  cover 
five  days 

Drug— Local  medical  review  policies 

7  days  covered;  $20  per  day 
copayment 

Inpatient  rehabilitation 

Alcohol— National  guidelines  cover 
16-19  days 

Drug— Local  medical  review  policies 

21  days  covered;  $20  per  day 
copayment 

Outpatient 

50%  coinsurance;  diagnostic  and 
therapeutic  services  covered; 
educational  and  family  services 
covered  if  directly  related  to 
treatment 

20%  coinsurance;  limited  to  60  group 
visits  in  benefit  period,  and  15  days 
family  visits  in  benefit  period 

Partial  hospitalization 

Same  as  mental  health 

Same  as  mental  health 

Residential  treatment 

Not  covered 

Admission  to  a  residential  treatment 
center  primarily  for  substance  abuse 
rehabilitation  not  covered 

8  TRICARE  allows  45  days  annually  for  children  and  adolescents.  This  limit  can  be  increased  by  a  waiver  if  the  care  is 
documented  as  being  medically  necessary. 

b  Outpatient  psychotherapy  visits  can  be  preauthorized  in  clusters  of  eight  visits  at  a  time.  MCSC  variation  exists  in 
how  these  visits  are  preauthorized. 

c  TRICARE  definition:  A  benefit  period  that  starts  with  the  first  date  of  covered  treatment  and  ends  365  days  later, 
regardless  of  the  total  services  actually  used  within  the  benefit  period. 


Care  Support  Office,  letter  to  Charles  Rose,  vice  president,  Government  Contracts,  Health  Net  Federal  Services,  Inc., 
August  14,  2001. 
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to  apply  to  TFL  beneficiary  stays;  i.e.,  hospitals  were  required  to  seek  preauthorization  for  all 
TFL  beneficiaries  who  were  admitted  for  inpatient  psychiatric  care  in  order  to  receive  pay¬ 
ment  to  cover  the  beneficiary’s  deductible.16  Section  701  of  the  FY2003  NDAA  (Public  Law 
107-314)  eliminated  the  preauthorization  requirement  effective  October  2003  for  TFL  bene¬ 
ficiary  stays  that  are  covered  by  Medicare  Part  A  benefits.  If  Part  A  benefits  become  no 
longer  payable,  preauthorization  will  be  required  for  TRICARE  coverage  for  the  continued 
stay.  Once  a  beneficiary  exceeds  his  or  her  Medicare  lifetime  limit  on  psychiatric  hospitaliza¬ 
tion,  standard  TRICARE  cost-sharing  rules  will  apply  for  any  future  inpatient  admissions  for 
care  that  is  preauthorized,  within  TRICARE  limits,  and  meets  TRICARE  UM  parameters. 

Outpatient  Care 

For  outpatient  services  under  Medicare  Part  B,  Medicare  provides  only  50  percent  coinsur¬ 
ance  for  mental  health  and  substance  abuse  services  rendered  by  qualified  providers.17  How¬ 
ever,  brief  medication  management  (i.e.,  Current  Procedure  Terminology  (CPT)  code 
90862)  and  psychiatric  diagnosis  and  evaluation  are  covered  at  80  percent.  TRICARE  covers 
80  percent  of  most  outpatient  mental  health  services  (including  psychotherapy)  provided  by 
qualified  providers18  but  imposes  some  restrictions  on  the  frequency  and  length  of  visits  to  be 
covered.  For  example,  preauthorization  is  required  for  more  than  eight  psychotherapy  visits. 
Up  to  eight  additional  psychotherapy  visits  can  be  preauthorized  at  a  time  if  deemed  neces¬ 
sary  by  the  contractor;  however,  some  variation  exists  among  MCSCs  in  how  these  visits  are 
preauthorized.  TRICARE  staff  has  indicated  that  carriers  will  not  impose  the  preauthoriza¬ 
tion  requirement  for  psychotherapy  visits  that  exceed  their  current  limits  for  the  TFL  benefi¬ 
ciaries  (i.e.,  more  than  eight  psychotherapy  visits).19  For  TFL  beneficiaries,  TRICARE  has 
indicated  that  it  will  process  all  claims  for  outpatient  psychotherapy  as  a  secondary  payer 
provided  Medicare  covers  the  services  as  being  medically  necessary.  This  relaxed  policy  by 
default  provides  TFL  beneficiaries  with  unlimited  access  to  medically  necessary  outpatient 
psychiatric  treatment  that  will  be  covered  50  percent  by  Medicare  and  50  percent  by 
TRICARE. 

TRICARE  also  provides  TFL  beneficiaries  with  pharmacy  benefits;20  however,  the 
TRICARE  pharmacy  benefit  lacks  limits  imposed  by  the  standard  Medigap  plans.  TFL  bene¬ 
ficiaries  will  face  nominal  copayments  for  psychotropic  medications  depending  on  the  type 
of  drug  (generic  versus  brand  name)  and  on  the  mode  of  prescription  fulfillment  (MTF,  mail 
order  pharmacy,  network  retail  pharmacy,  or  non-network  retail  pharmacy).  Therefore,  TFL 
beneficiaries  not  only  will  have  free  unlimited  access  to  psychotherapy  but  will  also  have  ac¬ 
cess  to  affordable  and  effective  psychotropic  medications. 


16  By  law  (Public  Law  99-514),  Medicare  institutional  providers  must  accept  TRICARE  for  institutional  services. 

17  Qualified  providers  of  mental  health  and  substance  abuse  services  under  Medicare  include  psychiatrists,  clinical  psy¬ 
chologists,  clinical  social  workers,  clinical  nurse  specialists,  nurse  practitioners,  and  physician’s  assistants  (Health  Care  Fi¬ 
nancing  Administration,  2000). 

18  Qualified  providers  of  mental  health  and  substance  abuse  services  under  TRICARE  include  psychiatrists,  certified  clinical 
social  workers,  certified  psychiatric  nurse  specialists,  clinical  psychologists,  certified  marriage  and  family  therapists,  pastoral 
counselors,  and  mental  health  counselors  (TRICARE/CHAMPUS  Policy  Manual  6010.47-M,  1999,  Chapter  10).  Unlike 
Medicare,  TRICARE  includes  marriage  and  family  therapists  and  pastoral  and  mental  health  counselors. 

1^  Personal  communication,  TMA  operations  staff  Aurora,  Colorado,  July  25,  2001. 

20  The  TRICARE  Senior  Pharmacy  was  implemented  on  April  1,  2001,  and  extends  pharmacy  benefits  to  all  military  retir¬ 
ees  65  or  older. 
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TFL  decreases  the  financial  barriers  to  outpatient  mental  health  services  for  the 
dually  eligible  population.  In  general,  Medicare’s  benefits  are  more  expansive.  Because  the 
“soft”  restriction  requiring  preauthorization  for  more  than  eight  outpatient  psychotherapy 
visits  will  not  be  required  under  TFL,21  beneficiaries  have  fewer  financial  disincentives  to 
limit  their  utilization.  It  will  be  important  for  TMA  and  Medicare  to  monitor  trends  in  utili¬ 
zation  to  determine  the  impact  of  providing  basically  free,  unlimited  outpatient  mental 
health  care.  It  may  also  be  important  for  DoD  to  understand  how  changing  the  patient  cost 
for  provider  services  relative  to  medication  costs  impacts  service  utilization  and  quality  of 
care. 

Partial  Hospitalization 

Partial  hospitalization22  is  covered  under  Medicare  with  only  a  20  percent  coinsurance  and 
no  lifetime  limit.  TRICARE  requires  that  all  partial  hospitalizations  be  preauthorized,  occur 
within  a  TRICARE-certified  partial  hospital  setting,  and  be  limited  to  60  treatment  days  in  a 
fiscal  year.  Therefore,  if  partial  hospitalization  is  preauthorized,  TRICARE  will  cover  the  20 
percent  coinsurance  for  partial  hospitalization  (in  a  TRICARE  certified  partial  hospitaliza¬ 
tion  program)  up  to  60  days  in  a  benefit  period.  Beyond  60  days,  the  beneficiary  will  be  re¬ 
sponsible  for  the  20  percent  coinsurance  under  Medicare.  Again,  TRICARE  will  not  cost- 
share  unless  the  partial  hospitalization  care  is  rendered  in  a  TRICARE  qualified  program.  It 
is  important  to  note  that,  as  of  this  writing,  it  is  not  clear  whether  the  relaxed  policy  for  pre¬ 
authorization  for  inpatient  psychiatric  admissions  will  also  apply  to  partial  hospitalization. 

Substance  Abuse  Treatment 

Medicare  and  TRICARE  have  similar  coverage  policies  for  inpatient  substance  (alcohol  and 
drug)  abuse  services,  including  detoxification  and  rehabilitation.  Medicare  typically  pays  100 
percent  of  medically  necessary  inpatient  hospital  services  (after  the  Part  A  deductible  has 
been  satisfied),  whereas  TRICARE  requires  a  $20  per  day  copayment.  If  medically  necessary 
inpatient  care  for  substance  abuse  disorders  remain  within  Medicare  s  benefit  period  limits, 
TRICARE  will  have  limited  (e.g.,  for  the  beneficiary’s  Medicare  deductible)  or  no  liability 
for  cost-sharing. 

In  addition,  Medicare  covers  outpatient  services  for  substance  abuse  disorders  at  50 
percent  (similar  to  Medicare  coverage  for  mental  health  services)  with  no  preestablished  lim¬ 
its  on  frequency.  TRICARE,  on  the  other  hand,  limits  the  frequency  of  outpatient  group 
and  family  visits  within  a  benefit  period.  At  the  time  of  this  writing,  TRICARE  has  not  indi¬ 
cated  that  it  would  relax  this  limit  for  substance  abuse  treatment  (as  it  did  for  outpatient 
mental  health  visits). 

In  considering  coverage  for  TFL  beneficiaries  seeking  care  for  substance  abuse,  some 
important  complexities  are  noted.  First,  TRICARE  limits  coverage  for  both  inpatient  and 
outpatient  substance  abuse  services  to  three  benefit  periods  in  a  lifetime.  As  such,  it  is  possi¬ 
ble  that  if  a  beneficiary  seeks  services  even  only  once  per  year,  he  or  she  will  exhaust  his  or 
her  TRICARE  coverage  for  substance  abuse  care  within  three  years.  Second,  TRICARE  de- 


21  Personal  communication  with  TMA  operations  staff,  Aurora,  Colorado,  July  25,  2001. 

22  Partial  hospitalization  is  defined  as  a  structured  program  of  active  treatment  that  is  more  intense  than  the  care  received  in 
a  doctor’s  or  therapist’s  office  and  that  is  given  through  hospital  outpatient  departments  and  local  community  mental  health 
centers  (Health  Care  Financing  Administration,  2000). 
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fines  “benefit  period”  differently  than  Medicare  does.  Under  Medicare,  a  benefit  period  be¬ 
gins  with  an  initial  hospitalization  and  ends  when  the  beneficiary  has  not  received  hospital  or 
skilled  nursing  care  for  60  days  in  a  row.  Under  TRICARE,  a  benefit  period  is  defined  as 
365  days  from  the  first  date  of  services.  These  differences  could  have  complex  implications 
for  how  Medicare  and  TRICARE  work  together  to  cover  substance  abuse  treatment  within  a 
given  episode  of  care. 

Given  these  differing  definitions  as  well  as  the  TRICARE  lifetime  limit,  TRICARE’s 
liability  for  the  costs  of  substance  abuse  treatment  services  provided  to  TFL  beneficiaries  will 
depend  on  the  date  of  service  within  both  the  Medicare  and  TRICARE  defined  benefit  pe¬ 
riod  (rather  than  just  the  Medicare  period  as  is  the  case  for  most  if  not  all  other  types  of 
medical  services)  and  whether  or  not  the  beneficiary  has  reached  the  TRICARE  lifetime 
limit.  It  is  unclear  how  these  differences  will  be  recognized  and  handled  during  the  claims 
adjudication  process,  and  it  is  likely  that  they  will  result  in  confusion  on  the  part  of  the  bene¬ 
ficiary  and  provider.  At  the  time  of  this  writing,  it  is  unclear  whether  use  of  Medicare  cov¬ 
ered  services  for  substance  abuse  disorders  will  trigger  a  TRICARE  benefit  period  (to  which 
the  beneficiary  is  limited  to  three  in  a  lifetime)  and  would  impact  TRICARE’s  coverage  of 
the  inpatient  deductible  beyond  three  TRICARE  benefit  periods. 


Potential  Changes  to  Medicare  Benefits  for  Behavioral  Health  Care 

TFL’s  liability  for  mental  health  benefits  is  likely  to  change  if  Medicare’s  benefits  change.  For 
instance,  the  proposed  Medicare  Mental  Health  Modernization  Act  of  2001  (S.  690/H.R. 
1 522)  sought  to  establish  parity  for  mental  health  benefits  covered  under  Medicare,  expand 
coverage  for  community-based  services,  and  increase  access  to  Medicare-covered  services.  As¬ 
suming  TFL  policies  did  not  change,  several  provisions  of  this  proposed  legislation  would 
have  lowered  TFL’s  liability  for  costs  associated  with  mental  health  coverage.  The  most  obvi¬ 
ous  example  is  the  parity  provision,  which  would  lower  Medicare’s  mental  health  coinsur¬ 
ance  rate  from  50  percent  to  20  percent.  Expanding  the  types  of  intensive  outpatient  services 
covered  under  Medicare  might  also  lower  TFL’s  costs,  to  the  extent  that  such  services  are  al¬ 
ready  covered  by  TRICARE. 

The  parity  bill  also  proposed  extending  direct  reimbursement  to  qualified  (state- 
licensed)  mental  health  counselors  and  marriage  and  family  therapists  for  services  provided  to 
Medicare  beneficiaries.  While  TRICARE  does  not  provide  coverage  for  marriage  or  family 
counseling,  it  does  provide  reimbursement  for  psychotherapy  or  counseling  services  for  the 
treatment  of  a  mental  disorder  provided  by  qualified  mental  health  counselors  and/ or  mar¬ 
riage  and  family  therapists,  with  a  20  percent  coinsurance  rate. 

Similarly,  the  bill  sought  to  allow  clinical  social  workers  to  bill  directly  for  mental 
health  (diagnostic  and  therapeutic)  services  provided  to  residents  of  SNFs  and  aimed  to  dis¬ 
entangle  these  types  of  services  from  the  social/case  management  types  of  “social  services” 
provided  in  SNFs  (e.g.,  identification  of  other  eligible  programs  for  beneficiaries,  such  as 
Medicaid,  and  coordination  of  benefits).23  Medicare  currently  includes  these  services  in  its 


23  Currently  under  TRICARE,  clinical  social  workers  are  allowed  to  bill  directly  for  mental  health  services  provided  in 
SNFs.  As  we  discussed  earlier  in  this  section,  TMA  should  examine  existing  policies  regarding  mental  health  services  pro¬ 
vided  to  SNF  residents  by  clinical  social  workers  to  ensure  that  double  payments  are  not  made  (since  their  costs  would  cur¬ 
rently  be  covered  by  the  Medicare  payment,  but  are  also  billable  under  TRICARE). 
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per  diem  rate.  Under  the  proposed  legislation,  the  services  would  have  been  separately  bill- 
able  to  Medicare  as  the  primary  payer  and  TRICARE  as  the  secondary  payer. 


Conclusions  and  Recommendations 

Most  health  care  services  that  are  covered  benefits  under  TRICARE  are  also  covered  benefits 
under  Medicare,  and  vice  versa.  However,  because  TFL  benefits  are  based  on  the  existing 
TRICARE  program,  they  were  not  expressly  designed  to  fit  together  with  those  of  Medicare 
(in  contrast  to  privately  purchased  Medicare  supplemental  or  “Medigap  policies).  As  a  re¬ 
sult,  certain  benefit  and  coverage  inconsistencies  pose  operational  challenges  and  are  likely  to 
lead  to  confusion  and  misunderstanding  for  beneficiaries.  The  legislative  changes  in  the 
FY2002  NDAA,  which  made  TRICARE  coverage  and  payment  policies  for  SNF  and  HHA 
services  conform  with  Medicare’s  policies,  addressed  the  most  problematic  area.  The  changes 
in  the  FY2003  NDAA  to  eliminate  the  requirement  for  prior  authorization  for  mental  health 
inpatient  hospital  services  and  to  provide  that  Medicare-approved  providers  are  also  ap¬ 
proved  to  provide  services  under  TFL  should  further  reduce  the  administrative  burden  and 
confusion. 

A  potential  issue  for  TFL  is  whether  the  coding  specificity  in  Medicare’s  claims  de¬ 
termination  is  sufficient  for  TRICARE  to  distinguish  between  Medicare  coverage  and  medi¬ 
cal  necessity  determinations,  establish  its  cost-sharing  liability  accurately,  and  afford  the 
beneficiary  sufficient  appeal  rights.  This  issue  is  of  particular  concern  for  emerging  technolo¬ 
gies  for  which  TRICARE  and  Medicare  have  different  coverage  policies.  We  believe  that 
TFL  will  highlight  coverage  inconsistencies  between  TRICARE  and  Medicare  and  may  cre¬ 
ate  pressure  for  consistent  “federal”  coverage  policy.  As  a  general  rule,  there  should  be  a  clear 
rationale  for  why  a  specific  technology  is  covered  by  one  program  and  not  the  other. 

To  conclude  this  chapter,  we  offer  the  following  recommendations  and  related 
discussion: 

•  Claims  for  services  for  which  Medicare  and  TRICARE  coverage  policies  diverge 

should  be  reviewed  to  assure  that  the  claims  adjudication  and  appeals  processes  for 

TFL  beneficiaries  are  working  as  intended. 

•  TMA  should  participate  in  the  CMS  MCAC  deliberations. 

Provisions  in  the  FY2002  NDAA  to  make  TRICARE  SNF  and  HHA  benefits  con¬ 
form  to  Medicare’s  coverage  and  payment  policies  should  eliminate  many  of  the  coordina¬ 
tion  of  benefit  issues  that  otherwise  would  have  occurred  for  post-acute  care  services.  Re¬ 
maining  areas  of  potential  concern  for  DoD  include  the  lack  of  (1)  any  limitation  on  the 
duration  of  SNF  benefits,  and  (2)  any  TFL  enhancements  for  HHA  care.  If  there  is  a  signifi¬ 
cant  volume  of  continued  SNF  stays,  another  potential  issue  may  be  taking  advantage  of 
Medicare  Part  B  coverage  for  services  furnished  to  SNF  inpatients  whose  SNF  stay  is  not 
covered  by  Medicare  Part  A. 

Expanded  home  health  benefits  could  reduce  extended  SNF  stays  and  expand  TFL 
beneficiary  care  choices.  TRICARE  could  supplement  Medicare-covered  home  health  bene¬ 
fits  so  that  a  beneficiary  who  requires  more  than  intermittent  skilled  nursing  care  could  ob¬ 
tain  coverage  for  intermittent  part-time  care  from  both  Medicare  and  TRICARE  (i.e.,  in  to- 
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tal,  the  TFL  beneficiary  could  be  covered  for  up  to  56  hours  of  skilled  nursing  care  per 
week).  The  expanded  home  health  benefit  could  be  offered  to  all  TFL  beneficiaries  or  only  to 
those  beneficiaries  who  would  otherwise  qualify  for  continuing  skilled  nursing  facility  care, 
(e.g.,  those  who  require  daily  skilled  nursing  care  or  skilled  rehabilitative  care  five  times  per 
week).  In  this  case,  TRICARE’s  payment  could  be  limited  to  what  its  liability  would  be  for 
SNF  care  (the  Medicare  coinsurance  amount  or  75  percent  of  the  per  diem  rate)  and  con¬ 
tinue  only  so  long  as  the  beneficiary  continued  to  need  an  SNF  level  of  care. 

•  The  use  of  post-acute  care  services  by  TFL  beneficiaries  should  be  monitored.  Par¬ 
ticular  attention  should  be  paid  to  beneficiaries  with  continued  SNF  stays  after  their 
Medicare  SNF  benefits  have  been  exhausted.  If  there  is  a  significant  incidence  of  con¬ 
tinued  SNF  stays,  a  study  of  the  cost  effectiveness  of  expanded  home  health  benefits 
would  be  warranted. 

The  differences  in  Medicare  and  TRICARE  coverage  policies  for  behavioral  health 
services  make  it  likely  that  beneficiaries  will  find  this  area  of  their  health  coverage  relatively 
confusing,  even  with  the  TRICARE  preauthorization  requirement  for  inpatient  psychiatric 
care  covered  by  Medicare  Part  A  benefits,  which  became  effective  October  1,  2003. 
TRICARE’s  lifetime  limit  of  three  benefit  periods  for  the  coverage  of  substance  abuse  treat¬ 
ment  services  may  remain  problematic.  Because  TRICARE  and  Medicare  define  benefit  pe¬ 
riods  differently  and  TRICARE’s  liability  for  Medicare  Part  A  covered  stays  may  be  minimal, 
the  determination  of  when  and  how  the  TRICARE  limit  is  reached  is  likely  to  be  somewhat 
complex  and  confusing  to  both  providers  and  beneficiaries.  With  regard  to  outpatient  mental 
health  services,  TFL  beneficiaries  have  unlimited  access  to  medically  necessary  psychiatric 
treatment  and  few  financial  incentives  to  limit  care. 

•  DoD  should  examine  and  consider  the  impact  of  removing  the  three-benefit-period 
limit  on  substance  abuse  benefits  for  the  TFL  population. 

•  DoD  should  conduct  a  close  examination  of  mental  health  service  utilization  and 
costs  to  determine  the  impact  of  providing  what  is  essentially  free  unlimited  care  for 
outpatient  mental  health.  This  examination  should  be  conducted  across  the  direct 
and  purchased  care  systems.  With  regard  to  the  TFL  population,  several  studies  are 
available  that  estimate  the  need  for,  utilization  of,  and  costs  associated  with  mental 
health  services  in  the  elderly  population;24  however,  it  is  unclear  how  the  costs  relate 
to  or  compare  with  the  military  retiree  population,  and,  in  turn,  what  the  costs  to 
DoD  might  be  under  TFL. 

In  undertaking  such  a  study,  we  recommend  that  DoD  consider  using  both  narrow 
and  broad  definitions  of  mental  health  service  use.  It  would  be  important  to  consider  health 
care  services  using  all  connected  domains  of  delivery:  where,  what,  by  whom,  for  whom,  and 
how  much.  It  would  also  be  necessary  to  understand  and  adjust  for  any  differences  in  how 
Medicare  and  TRICARE  classify  and  code  claims  as  either  mental  health  service  claims  or 
not  (based  on  diagnosis  or  procedure,  or  both).  Such  information  and  data  would  allow 


24  See,  for  example,  Himelhoch  et  al.,  2004,  pp.  512-521. 
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DoD  to  consider  the  impact  on  its  liability  for  mental  health  services  furnished  to  the  TFL 
population  and  to  estimate  the  cost  of  eliminating  for  TFL  beneficiaries  the  benefit  period 
limits  for  substance  use  treatment  benefits. 


CHAPTER  THREE 

TRICARE  for  Life  Beneficiary  Cost-Sharing  for  Civilian  Care 


The  FY2001  NDAA  directed  the  Department  of  Defense  to  implement  TRICARE  for  Life 
without  premiums,  deductibles,  or  copayments  for  beneficiaries.  Beneficiaries  are  required 
only  to  enroll  in  Medicare  Part  B  as  a  condition  of  TFL  participation.  TFL  beneficiaries  do 
incur  out-of-pocket  costs  for  using  services  that  are  not  covered  by  Medicare,  including  out¬ 
patient  prescription  drugs;  for  such  services  that  are  covered  by  TRICARE,  beneficiaries  pay 
the  standard  TRICARE  out-of-pocket  costs. 

In  this  chapter,  we  consider  the  potential  consequences  for  DoD,  for  Medicare,  and 
for  beneficiaries  of  the  current  TFL  cost-sharing  policy  for  civilian  care  relative  to  the  status 
quo  prior  to  the  introduction  of  TFL,  and  the  potential  benefits  and  costs  for  these 
stakeholders  from  alternative  cost-sharing  policies. 


Coverage  and  Premiums  Prior  to  TRICARE  for  Life 

Many  Medicare  beneficiaries,  including  Medicare-eligible  military  retirees,  have  health  insur¬ 
ance  coverage  that  supplements  Medicare.  They  obtain  this  coverage  from  a  variety  of 
sources,  including  private  Medicare  supplemental  plans  (commonly  referred  to  as  “Medigap” 
plans),  plans  sponsored  by  former  (or,  for  those  who  are  working,  current)  employers,  Medi¬ 
care  Health  Maintenance  Organizations  (HMOs),  Medicaid,  and/or  other  public  programs. 

Private  Medigap  plans  are  standardized,  with  ten  different  benefit  packages.1  All  of 
these  Medigap  plans  eliminate  Medicare’s  coinsurance  for  inpatient  care  under  Medicare 
Part  A  and  outpatient  care  under  Part  B.  In  general,  they  also  reduce  or  eliminate  out-of- 
pocket  costs  for  other  Medicare-covered  services  (with  the  types  of  services  varying  by  plan), 
extend  Medicare’s  benefit  limits  for  certain  services,  and  cover  some  services — particularly 
prescription  drugs — that  Medicare  does  not  cover.  Employer-sponsored  supplemental  plans 
serve  similar  functions.  However,  because  such  plans  are  most  commonly  designed  to  mirror 
the  benefits  offered  to  active  employees,  they  generally  include  modest  cost-sharing  require¬ 
ments,  although  they  are  lower  than  Medicare’s  similar  requirements.  At  the  same  time, 
employer-sponsored  plans  generally  include  more  comprehensive  coverage  for  prescription 
drugs  than  do  private  Medigap  plans  (U.S.  General  Accounting  Office,  2001a,  2001b; 
Laschober  et  ah,  2002). 

In  addition,  some  Medicare  beneficiaries  enroll  in  HMOs  under  the  Medicare+Choice 
program.  Such  plans  reduce  out-of-pocket  expenses  relative  to  fee-for-service  Medicare  and 


1  These  plans  are  referenced  by  the  consecutive  letters  A  through  J. 
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they  may  offer  additional  benefits,  such  as  transportation,  eye  glasses,  coordination  of  care,  or 
prescription  drugs.  Premiums  for  Medicare+Choice  plans  tend  to  be  substantially  lower  than 
those  for  Medigap  plans.  In  recent  years,  many  Medicare  HMOs  have  withdrawn  from  the 
market.  While  most  Medicare  beneficiaries  living  in  urban  areas  continue  to  have  a  Medicare 
HMO  option,  many  beneficiaries  in  less-urban  or  rural  areas  are  not  served  by  a  Medicare 
HMO.  Furthermore,  even  where  Medicare  HMOs  remain  available,  the  relative  generosity 
of  their  benefits  has  decreased  and  the  out-of-pocket  costs  for  members  have  increased  (c.g., 
Kaiser  Family  Foundation,  1999;  Grossman  et  ah,  2002).  Private  Medigap  plans  require 
beneficiaries  to  pay  premiums,  which  vary  by  type  of  plan  and,  for  most  beneficiaries  who 
enroll  after  age  65,  by  age  and/or  health  status.  Only  three  of  the  ten  standardized  Medigap 
policies  include  any  prescription  drug  coverage;  two  of  these  currently  have  an  annual  benefit 
limit  of  $1,250  and  the  third  has  an  annual  limit  of  $3,000.  Prior  to  the  institution  of  TFL, 
affinity  organizations  such  as  The  Retired  Officers  Association  offered  basic  Medigap  plans 
to  military  retirees  without  medical  underwriting;  however,  these  offerings  are  limited  to 
plans  A  through  F,  i.e.,  those  without  any  prescription  drug  coverage.  Employer-sponsored 
Medigap  plans  may  also  require  premiums,  but  this  varies  by  employer.2  Medicare  HMOs 
may  also  require  premiums,  which  vary  by  plan. 


Prevalence  of  Supplemental  Coverage  Prior  to  TRICARE  for  Life 

We  know  of  no  definitive  information  on  the  prevalence  of  Medicare  supplemental  coverage 
or  Medicare+Choice  enrollment  among  DoD  beneficiaries  who  are  eligible  for  TFL.3  Data 
on  the  general  Medicare  population,  however,  suggest  that  relatively  few  Medicare  benefici¬ 
aries  have  only  Medicare  (see  Table  3.1).  For  instance,  the  majority  of  Medicare  beneficiaries 
whose  income  is  above  the  poverty  line  have  private  supplemental  insurance,  via  either  a 
former  employer  or  a  Medigap  policy.  Roughly  1 1  percent  have  only  Medicare.  However, 
Table  3.1  does  not  address  the  case  of  Medicare-eligible  military  retirees  who  live  in  the 
catchment  areas  of  MTFs  and  receive  care  there;  such  care  is  provided  at  no  charge  to  the 
beneficiary  on  a  space-available  basis. 

Data  from  RAND’s  evaluation  of  the  TRICARE  Senior  Prime  Demonstration  sug¬ 
gest  that  similar  fractions  of  military  retirees  and  other  Medicare  beneficiaries,  respectively, 
were  enrolled  in  Medicare+Choice  plans  in  demonstration  catchment  areas  prior  to  the  dem¬ 
onstration.4  It  seems  plausible  that  the  fraction  of  military  retirees  who  are  covered  by  em¬ 
ployer/retiree  benefits  may  be  lower  than  the  fraction  of  civilian  Medicare  beneficiaries  due 
to  their  differing  work  histories  (i.e.,  career  employment  with  an  employer,  DoD,  that  did 
not  offer  such  coverage  prior  to  TFL). 


2  U.S.  General  Accounting  Office,  2001b. 

^The  TMA  is  currently  collecting  such  data  as  part  of  its  ongoing  beneficiary  surveys. 

4  Schoenbaum  et  al.,  2002. 
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Table  3.1 

Health  Insurance  of  Medicare  Beneficiaries  Age  65  or  Over,  by  Income  Level,  1997 


Income  at 

Income  at 

<100%  of  Fed- 

100%-200%  of 

Income  at  >200% 

eral  Poverty 

Federal  Poverty 

of  Federal  Poverty 

Insurance 

All  Beneficiaries  (%) 

Level  (%) 

Level  (%) 

Level  (%) 

Employer/retiree 

35 

8 

26 

50 

Medigap 

25 

15 

28 

27 

Public 

2 

3 

3 

1 

Medicare  HMO 

14 

6 

16 

16 

Medicaid 

14 

52 

13 

1 

Medicare  only 

10 

16 

14 

5 

NOTES:  Columns  may  not  sum  to  100%  due  to  rounding.  Employer/retiree  includes  beneficiaries  who  have  supple¬ 
mental  insurance  from  a  former  employer  or  union  and  beneficiaries  who  are  still  working  and  whose  employer  is 
their  primary  source  of  insurance. 

SOURCE:  Urban  Institute  analyses  of  the  1997  Medicare  Current  Beneficiary  Survey,  cited  in  Kaiser  Family  Founda¬ 
tion,  2001. 


Potential  Consequences  of  TFL  Cost-Sharing  for  Beneficiaries 

Beneficiaries  who  paid  premiums  for  private  Medigap  or  employer-sponsored  retiree  benefits 
will  save  those  premium  amounts  if  they  replace  their  private  coverage  with  TFL.  This  bene¬ 
fit  may  be  substantial,  particularly  for  beneficiaries  with  preexisting  medical  conditions  who 
are  interested  in  prescription  drug  coverage.5  At  the  same  time,  military  retirees  who  were 
not  previously  enrolled  in  Medicare  Part  B  will  need  to  enroll  as  a  condition  of  participation 
in  TFL.  For  those  who  are  over  65,  their  annual  Part  B  premium  will  be  increased  by  10  per¬ 
cent  each  year  they  were  not  enrolled  since  age  65. 6 

Beneficiaries  who  faced  cost-sharing  provisions  under  various  supplemental  insurance 
policies — or,  most  significantly,  under  Medicare  with  no  supplemental  insurance — will  face 
little  or  no  cost-sharing  under  the  current  policy.  In  particular,  they  will  face  no  deductibles, 
copayments,  or  coinsurance  for  Medicare-covered  services;  they  will  have  TRICARE  copay¬ 
ments  for  services  that  are  not  covered  by  Medicare  but  are  covered  by  TRICARE. 

The  reduction  or  elimination  of  cost-sharing  provisions  reduces  the  chance  that  benefi¬ 
ciaries  will  defer  or  forgo  needed  medical  care  for  financial  reasons,  and  this  may  improve  the 
health,  financial  well-being,  and  quality  of  life  for  some  beneficiaries.  However,  available  evi¬ 
dence  from  the  Health  Insurance  Experiment  (HIE)  suggests  that  modest  cost-sharing  provi¬ 
sions  have  little  or  no  effect  on  health  status,  relative  to  free  care,  except  for  poor  patients 
with  certain  chronic  medical  conditions.7  Furthermore,  the  HIE  investigators  reported  that 


5  Among  non-institutionalized  Medicare  beneficiaries  age  65  or  over,  those  with  private  Medigap  spent  an  average  of 
$1,360  in  Medigap  premiums  in  1999  (American  Association  of  Retired  People,  1999).  Data  from  2000  on  the  average 
annual  premiums  for  Medigap  plans  indicate  that  the  national  average  premiums  for  plans  with  prescription  drug  benefits 
were  $2,347  (Plan  H),  $2,423  (Plan  I),  and  $3,065  (Plan  J)  (Weiss  Ratings,  2000). 

6  A  RAND  evaluation  of  TRICARE  Senior  Prime  reported  that  approximately  7  percent  of  eligible  beneficiaries  in  demon¬ 
stration  catchment  areas  were  enrolled  in  Part  A  only  (Farley  et  al.,  2000  and  2003). 

7  See,  e.g.,  Newhouse  and  the  Insurance  Experiment  Group,  1993;  Manning  et  al.,  1987;  Brook  et  al.,  1983  and  1984. 
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targeted  programs  aimed  at  hypertension  and  other  chronic  conditions  were  likely  to  be 
much  more  cost-effective  methods  for  improving  health  status  than  free  care  for  all  services.8 

TFL  beneficiaries  will  also  be  covered  by  TRICARE’s  stop-loss  provision,  which  caps 
beneficiaries’  out-of-pocket  spending  for  TRICARE-covered  services  at  a  set  amount  (cur¬ 
rently  $3,000)  and  covers  100  percent  of  covered  costs  above  that  amount.  Private  Medigap 
plans  do  not  currently  have  such  a  provision;  the  existence  and  level  of  stop-loss  provisions  in 
employer/retiree  plans  and  other  sorts  of  supplemental  coverage  vary  by  plan.  It  is  not  known 
how  many  TFL  beneficiaries  are  likely  to  reach  the  stop-loss  provision,9  but  for  those  who 
do,  its  value  may  be  quite  substantial,  representing  true  insurance  against  catastrophic  loss. 


Potential  Consequences  of  TFL  Cost-Sharing  for  the  Department  of  Defense 

TFL  represents  a  new  financial  outlay  for  DoD,  in  the  sense  that  DoD  offered  no  explicit 
Medicare  supplemental  insurance  prior  to  the  provisions  in  the  FY2001  NDAA.  However, 
the  magnitude  of  this  outlay  is  likely  to  be  affected  in  several  ways  by  TFL’s  cost-sharing 
policies.  One  effect  is  the  level  of  TFL  participation.  As  it  is  currently  designed,  it  seems 
likely  that  nearly  all  eligible  beneficiaries  with  private  supplemental  coverage  will  replace  that 
coverage  with  TFL  because  TFL  has  very  comprehensive  benefits,  no  premiums,  and  few  or 
no  cost-sharing  requirements.  (Technically,  such  private  coverage  would  apply  before  TFL, 
for  beneficiaries  who  have  both;  however,  beneficiaries  are  not  required  to  maintain  private 
coverage  as  a  condition  of  TFL  participation.) 

For  the  same  reasons,  and  because  participation  requires  no  means  test  and  is  not  so¬ 
cially  stigmatized,  TFL  is  likely  to  replace  other  public  supplemental  coverage  for  some  of 
those  TFL  beneficiaries  who  would  otherwise  receive  public  coverage.10  Beneficiaries  may 
simply  not  bother  to  apply  for  public  coverage  when  they  are  eligible  for  TFL  unless  they 
need  long-term  care  or  other  services  that  are  not  covered  by  TRICARE.  Thus,  the  fraction 
of  eligible  beneficiaries  who  participate  in  TFL  is  likely  to  be  high. 

At  the  same  time,  the  generosity  of  TFL  may  reduce  the  demand  for  MTF  services, 
which  DoD  currently  funds  in  its  entirety.  Issues  related  to  managing  MTF  care  are  dis¬ 
cussed  in  Chapter  Four  and  cost  issues  are  discussed  in  Chapter  Five. 

While  the  FY2001  NDAA  precludes  the  use  of  deductibles  and  copayments,  it  may  be 
worth  considering  the  consequences  of  implementing  modest  cost-sharing  provisions  for 
Medicare-covered  services  (e.g.,  similar  to  current  TRICARE  copayments).  First,  such  provi¬ 
sions  might  reduce  participation  in  TFL  somewhat,  relative  to  the  current  program,  and  it 


8  Because  the  HIE  was  a  randomized  control  trial,  the  results  are  generally  unaffected  by  patient  self-selection  and  similar 
factors  that  would  otherwise  bias  results.  However,  there  are  a  number  of  reasons  why  the  HIE  results  may  not  be  definitive 
in  this  setting,  including  that  it  was  conducted  20  years  ago,  in  relatively  few  locations  (six),  and  among  a  non-aged  popula¬ 
tion  rather  than  among  Medicare  beneficiaries.  Evidence  on  the  price-elasticity  of  demand  for  medical  care  is  reviewed  in 
Ringel  et  al.,  2002. 

9  Available  data  on  non-institutionalized  Medicare  beneficiaries  age  65  or  over  regarding  out-of-pocket  spending  on  premi¬ 
ums  (Part  B  and  supplemental)  and  medical  care  in  1999  indicate  that  1 1  percent  spent  between  $3,000  and  $4,000  out-of- 
pocket,  6  percent  between  $4,000  and  $5,000,  and  8  percent  more  than  $5,000  (American  Association  of  Retired  People, 
1999).  Considering  that  average  spending  on  insurance  premiums — which  do  not  count  toward  out-of-pocket  maxi- 
mums — is  between  $500  and  $2,000,  it  suggests  that  relatively  few  Medicare  beneficiaries  currently  exceed  $3,000  in  an¬ 
nual  out-of-pocket  spending  for  medical  care. 

10  TRICARE  is  primary  to  Medicaid  for  TRICARE-covered  services. 
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might  reduce  DoD’s  costs  in  several  other  ways.  Most  obviously,  for  a  given  pattern  of  health 
care  use,  cost-sharing  provisions  such  as  copayments  would  shift  some  cost  from  the  current 
payers  to  the  beneficiaries.  Second,  such  cost-sharing  provisions  have  been  shown  to  reduce 
health  care  use,  while  being  unlikely  to  affect  health  status  significantly.  Third,  while  TFL 
beneficiaries  currently  face  no  cost-sharing  for  most  types  of  medical  services,  they  do  have 
copayments  for  prescription  drugs  under  DoD’s  pharmacy  benefit  program  (except  for  pre¬ 
scriptions  filled  at  MTF  pharmacies).  Relative  to  a  policy  with  modest  cost-sharing  for 
Medicare-covered  services,  this  sort  of  policy  may  reduce  patient  demand  for  medications 
and  increase  demand  for  other  types  of  care  (particularly  physician  services)  in  ways  that  may 
not  be  cost-effective  for  DoD  or  the  federal  government.11 


Potential  Consequences  of  TFL  Cost-Sharing  for  Medicare 

TFL  is  likely  to  increase  Medicare  spending  for  covered  beneficiaries  for  several  reasons.  It  is 
possible,  if  not  likely,  that  TFL  will  reduce  demand  for  MTF  services  because  one  of  the 
things  that  is  appealing  about  MTF  care — that  it  involves  no  out-of-pocket  costs — now  ap¬ 
plies  to  Medicare-covered  services  provided  in  the  community  as  well.  By  statute,  Medicare  is 
currently  prohibited  from  reimbursing  MTFs  for  care  provided  to  Medicare-eligible  benefici¬ 
aries;  therefore,  such  substitution  away  from  MTF  care  increases  Medicare  outlays.  This  issue 
is  discussed  in  further  detail  in  Chapter  Five. 

More  significantly,  beneficiaries  will  face  the  same  or  lower  cost-sharing  for  Medicare- 
covered  services  under  TFL  than  the  cost-sharing  under  their  previous  insurance  coverage. 
To  the  extent  that  cost-sharing  is  lower,  health  care  use  is  likely  to  increase  relative  to  the 
status  quo,  with  corresponding  increases  in  Medicare  outlays.  In  the  HIE,  for  instance,  total 
annual  health  care  spending  was  22  percent  higher  under  a  plan  with  no  cost-sharing  than 
under  a  plan  with  25  percent  coinsurance,  a  level  that  is  similar  to  the  cost-sharing  for  outpa¬ 
tient  care  under  Medicare  for  beneficiaries  without  any  supplemental  coverage.12 

Furthermore,  TFL  and  DoD’s  new  pharmacy  benefit  program  is  very  likely  to  reduce 
demand  for  Medicare+Choice  HMOs  by  military  retirees  because  the  enhanced  benefits  that 
have  made  these  plans  relatively  attractive  are  now  available  from  DoD.13  In  the  HIE,  total 
annual  spending  was  20  percent  higher  under  a  plan  with  no  cost-sharing  than  under  an 
HMO  plan,  although  these  effects  were  for  a  non-aged  population  rather  than  for  Medicare 
beneficiaries,  and  the  HMO  was  not  specifically  a  Medicare+Choice  plan.14  Further  research 
is  needed  to  assess  the  change  in  health  care  costs  by  TFL  beneficiaries  in  standard  Medicare 
(plus  TFL),  relative  to  those  in  a  Medicare+Choice  plan. 

At  the  same  time,  DoD’s  pharmacy  benefit  program  significantly  improves  access  to 
prescription  drugs  for  many  beneficiaries,  who  previously  had  limited  or  no  insurance  cover¬ 
age  for  prescription  drugs.  Relative  to  the  status  quo,  this  increased  access  has  ambiguous  efi 


11  The  new  formulary  system  that  DoD  is  currently  developing  is  intended  to  minimize  such  problems  by  considering  the 
cost  to  DoD  and  cost-effectiveness  in  determining  copayments. 

12  Manning  et  al.,  1987. 

13  Also,  as  noted  above,  Medicare  HMOs  have  been  offering  fewer  and  less  generous  benefits  beyond  those  that  are  required 
by  Medicare,  further  enhancing  the  relative  appeal  of  TFL  for  affected  beneficiaries. 

14  Manning  et  al.,  1987. 
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fects  on  Medicare  outlays.  On  the  one  hand,  prescription  drugs  may  serve  as  relatively  cost- 
effective  substitutes  for  other  types  of  care.  On  the  other  hand,  improved  access  to  medica¬ 
tions  may  be  associated  with  generally  higher  health  care  use,  e.g.,  if  patients  visit  providers 
to  obtain  prescriptions  and  manage  their  medications.  Also,  for  beneficiaries  with  prior 
pharmacy  coverage,  TFL  may  change  their  relative  costs  for  prescription  drugs  and  other 
services  and  thus  their  demand  for  those  services,  as  discussed  above. 

Relative  to  TFL’s  current  cost-sharing  policies,  modest  cost-sharing  provisions  for 
Medicare-covered  services  would  be  likely  to  reduce  the  cost  to  Medicare  of  providing  health 
benefits  by  reducing  demand  for  civilian  health  care  services. 


Potential  Consequences  of  TFL  Cost-Sharing  for  Taxpayers 

Relative  to  the  status  quo  prior  to  the  FY2001  NDAA,  TFL  benefits  will  clearly  increase  fed¬ 
eral  expenditures  for  military  retirees.  In  addition  to  the  impact  of  the  TFL  benefit  per  se, 
the  absence  of  cost-sharing  under  TFL  will  increase  demand  for  Medicare-covered  services, 
increasing  Medicare  outlays. 

Relative  to  TFL’s  current  cost-sharing  policies,  modest  cost-sharing  provisions  for 
Medicare-covered  services  would  be  likely  to  reduce  health  care  use,  and  thus  federal  expen¬ 
ditures  under  both  TFL  and  Medicare.  Such  provisions  would  also  be  likely  to  change  the 
relative  demand  for  medical  services  and  the  demand  for  prescription  drugs  under  the  DoD’s 
pharmacy  benefit  program  in  ways  that  may  be  cost-effective  from  the  perspective  of  federal 
taxpayers. 

Finally,  modest  cost-sharing  might  reduce  participation  in  TFL  somewhat.  It  might 
also  increase  demand  for  space-available  MTF  care  by  TFL  beneficiaries.  Whether  such  a 
shift  would  be  cost-effective  from  the  perspective  of  federal  taxpayers  is  discussed  further  in 
Chapter  Five. 


Conclusions  and  Recommendations 

As  specified  in  the  FY2001  NDAA,  TFL  is  being  implemented  without  premiums,  deducti¬ 
bles,  or  copayments.  Compared  with  the  health  insurance  options  previously  available  to 
Medicare-eligible  military  retirees,  TFL  is  likely  to  be  of  substantially  greater  value  to  most 
beneficiaries,  with  few  or  no  drawbacks.  At  the  same  time,  TFL  will  substantially  increase 
federal  spending — both  because  of  the  new  benefits  per  se  and  because  the  absence  of  cost¬ 
sharing  is  likely  to  increase  health  care  use  because  beneficiaries  no  longer  have  cost-sharing 
as  an  incentive  to  use  less  care.  Our  recommendations  focus  primarily  on  this  latter  effect. 

In  our  view,  DoD  and  Medicare  are  likely  to  benefit  if  modest  cost-sharing  were  in¬ 
troduced  into  TFL— for  instance,  such  as  the  cost-sharing  that  military  retirees  under  age  65 
currently  have  under  TRICARE  Prime.  Some  amount  of  cost-sharing  by  beneficiaries  is 
nearly  universal  in  private  group  health  insurance  plans,  including  employer-sponsored  re¬ 
tiree  plans  (Kaiser  Family  Foundation,  2002).  For  Medicare  beneficiaries,  supplemental  cov¬ 
erage  with  modest  cost-sharing  substantially  reduces  the  out-of-pocket  costs  that  would  arise 
under  the  standard  Medicare  benefit,  while  retaining  some  modest  incentives  to  control 
health  care  use  and  costs. 
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By  “modest”  cost-sharing  provisions,  we  envision  primarily  fixed-dollar  copayments, 
on  the  order  of  $10  per  visit,  for  ambulatory  care  visits.  Such  copayments  are  similar  in  form 
and  magnitude  to  those  required  in  many  employer-sponsored  supplemental  plans  and 
Medicare+Choice  HMOs  (and  in  TRICARE  for  military  retirees  under  65).  They  are  also 
similar  to  the  copayments  currently  required  under  DoD’s  pharmacy  benefit  program.  Fixed- 
dollar  copayments  have  the  advantage  of  being  easy  to  understand  because  they  are  inde¬ 
pendent  of  the  actual  billed  or  Medicare-covered  charge.  They  are  also  easy  to  administer;  in 
many  private  plans,  for  instance,  beneficiaries  pay  the  copayment  at  the  time  of  service,  with 
no  additional  paperwork. 

All  else  being  equal,  the  introduction  of  cost-sharing  in  TFL  would  be  likely  to  re¬ 
duce  the  cost  of  the  program  to  the  federal  government.  However,  this  change  could  be 
made  revenue-neutral  by  applying  the  resulting  savings  toward  other  benefits  for  the  covered 
population — such  as  enhanced  coverage  for  post-acute  care  services  (see  Chapter  Two)  or 
long-term  care  services,  or  a  reduction  in  the  current  TFL  out-of-pocket  maximum — thereby 
potentially  increasing  the  overall  value  of  the  TFL  benefit.15  Further  research  into  the  prefer¬ 
ences  of  TFL  beneficiaries  and  the  likely  consequences  of  introducing  cost-sharing  (versus 
free  care)  in  TFL  would  help  identify  strategies  to  maximize  the  overall  value  of  the  TFL 
benefit. 


^  In  general,  such  changes  would  increase  the  value  of  TFL  for  some  beneficiaries  (e.g.,  those  who  reach  the  out-of-pocket 
maximum,  or  who  value  access  to  long-term  care  services)  and  decrease  it  for  others  (e.g.,  those  who  place  relatively  high 
value  on  an  insurance  benefit  with  no  cost-sharing). 


CHAPTER  FOUR 

Managing  Military  Treatment  Facility  Care  Provided  to 
TRICARE  for  Life  Beneficiaries 


This  chapter  examines  several  issues  surrounding  the  desirability  and  feasibility  of  managed 
care  options  for  Medicare-eligible  military  retirees.1  We  focus  primarily  on  the  new 
TRICARE  Plus  program  because  it  is  being  implemented  alongside  TFL  and  because  current 
statutes  effectively  preclude  DoD  from  mandating  most  aspects  of  managed  care  for  Medi¬ 
care-covered  services  under  TFL. 

Medicare  is  primarily  an  unmanaged  benefit,  in  the  sense  that  there  are  very  few  re¬ 
strictions  on  where,  when,  or  what  type  of  health  care  Medicare  beneficiaries  can  get  (for 
covered  services).  This  aspect  of  Medicare,  combined  with  the  absence  of  cost-sharing  for 
Medicare-covered  services  under  TFL,  differentiates  Medicare  from  nearly  every  other  private 
group  health  plan,  including  employer-sponsored  retiree  programs  (and  TRICARE  for  mili¬ 
tary  retirees  under  age  65)  (Kaiser  Family  Foundation,  2002). 

As  discussed  in  Chapter  Three,  TFL  is  likely  to  draw  beneficiaries  away  from  alterna¬ 
tive  supplemental  coverage  (such  as  private  employer-sponsored  benefits)  that  generally  re¬ 
quire  premiums,  include  some  cost-sharing,  and  often  also  include  other  aspects  of  managed 
care  (particularly  with  preferred-provider  networks).  These  features  of  TFL  are  likely  to  in¬ 
crease  beneficiaries’  health  care  use2  and  alone  might  motivate  DoD — and  Medicare — to 
seek  opportunities  to  encourage  beneficiaries  to  use  services  efficiently. 

However,  there  is  little  room  for  utilization  management  under  standard  Medicare  as 
it  is  currently  structured,  and  thus  there  is  no  room  for  such  management  under  TFL.  Given 
the  statutory  limitations  to  requiring  care  or  utilization  management  under  standard  Medi¬ 
care,  the  main  option  available  to  DoD  for  implementing  managed  care  strategies  for  TFL 
beneficiaries  is  to  induce  them  to  accept  such  management  voluntarily. 

The  most  plausible  mechanism  for  doing  so  is  via  an  MTF.  About  10  percent  of 
military  beneficiaries  age  65  or  older  used  MTFs  for  all  or  most  of  their  care  prior  to  imple¬ 
mentation  of  the  TFL  program.  While  some  beneficiaries  may  have  been  drawn  to  an  MTF 
primarily  to  save  on  medical  expenses,  many  prefer  the  military  health  care  system  and,  given 
a  choice,  would  use  MTFs  over  civilian  providers  even  if  there  were  no  financial  advantages 


1  The  term  “managed  care”  is  used  in  the  literature  in  many  different  ways  to  refer  to  methods  as  diverse  as  the  use  of  pre¬ 
ferred  provider  networks,  primary  care  gatekeeping,  preauthorization  requirements,  and  utilization  review.  However,  the 
usual  meaning,  and  the  one  that  applies  here,  is  health  plans  with  organizational  features  that  are  intended  to  encourage  the 
efficient  use  of  health  care. 

2  The  lack  of  utilization  management  is  a  concern  for  Medicare  generally  and,  among  other  factors,  led  to  the  development 
of  the  Medicare+Choice  (now  the  Medicare  Select)  HMO  program.  However,  enrollment  in  Medicare  Select  plans  is  volun¬ 
tary  (formerly  on  a  monthly  basis,  but  now  on  an  annual  basis).  Perhaps  more  important,  the  availability  and  relative  appeal 
of  these  plans  has  been  declining. 
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in  doing  so.  The  Health  Care  Survey  of  DoD  Beneficiaries3  conducted  shortly  after  TFL  was 
enacted  found  that  90  percent  of  those  using  MTFs  for  all  or  most  of  their  care  wanted  to 
continue  the  same  level  of  use  in  the  future.  When  beneficiaries  who  were  using  MTFs  for 
only  some  or  no  care  but  wanted  to  use  MTFs  more  extensively  in  the  future  are  also  taken 
into  account,  39  percent  of  all  TFL  beneficiaries  preferred  to  use  MTFs  for  all  or  most  of 
their  care  (TRICARE  Management  Activity,  200  lb).4 5 

The  remainder  of  this  chapter  reviews  options  for  managing  MTF  care  for  Medicare- 
eligible  beneficiaries,  with  particular  focus  on  DoD’s  new  TRICARE  Plus  program. 


TRICARE  Plus  and  the  MacDill-65  Demonstration 

In  passing  the  FY2001  NDAA,  Congress  encouraged  DoD  to  implement  “primary  care  em- 
panelment”  programs  patterned  on  the  M acDill-65  demonstration,  which  was  conducted 
from  September  1998  through  September  2001  at  MacDill  Air  Force  Base  in  Tampa,  Flor¬ 
ida.  This  led  to  the  development  of  TRICARE  Plus,  which  gives  some  TFL  beneficiaries  ac¬ 
cess  to  primary  care  from  MTF  providers  with  the  same  priority  as  they  would  have  for  ac¬ 
cess  to  primary  care  as  TRICARE  Prime  enrollees. 

The  MacDill-65  demonstration  had  several  goals: 

•  It  was  intended  to  improve  access  to  MTF  care  for  some  Medicare-eligible  military 
retirees  who  desired  MTF  care,  without  increasing  MTF  capacity.3  Under  MacDill- 
65,  MTF  resources  were  increased  by  $2  million  per  year.  However,  the  long-term 
expectation  was  that  empanelment  would  concentrate  primary  care  MTF  services 
among  a  smaller  number  of  beneficiaries  than  had  previously  been  served  under  the 
space-available  access  policy,  but  with  no  overall  increase  in  an  MTF  s  level  of  effort. 

•  It  was  intended  to  preserve  existing  clinical  relationships  with  MTF  primary  care 
providers  (PCPs),  e.g.,  for  former  TRICARE  Senior  Prime  and  MacDill-65  enrollees 
and  for  TRICARE  Prime  beneficiaries  who  turn  65. 

•  It  was  intended  to  further  the  achievement  of  DoD’s  benefits  mission  by  improving 
quality  of  care  and  beneficiary  satisfaction  while  lowering  costs,  relative  to  what  bene¬ 
ficiaries  would  have  experienced  under  the  MTF  space-available  policy  and  standard 
Medicare  prior  to  TFL. 

•  It  was  intended  to  further  the  achievement  of  DoD’s  readiness  mission  by  creating  a 
flexible  and  cost-effective  source  of  referrals  to  MTF  specialists. 

TRICARE  Plus  was  established  with  similar  goals.  MacDill-65  had  the  additional 
goal  of  using  pharmacy  management  to  improve  quality  of  care  and  to  lower  costs;  to  our 
knowledge,  TRICARE  Plus  does  not  automatically  include  pharmacy  management. 


3  Available  at  http://www.tricare.osd.mil/survey/hcsurvey/default.htm. 

4  In  interviews  conducted  for  this  project,  TMA  staff  and  representatives  from  retiree  organizations  expected  that  many 
Medicare-eligible  military  retirees  would  prefer  to  receive  care  at  MTFs  than  from  civilian  providers  and  that  many  such 
beneficiaries  might  be  disappointed  by  TFL  because  it  does  not  guarantee  them  access  to  MTFs. 

5  Air  Force  personnel  with  whom  we  spoke  referred  to  the  goal  of  providing  “meaningful  access  to  MTF  care,  by  which 
they  meant  access  that  facilitated  ongoing  patient  relationships  with  particular  providers,  and  continuity  of  care;  they  char¬ 
acterized  the  prior  space-available  policy  as  fostering  neither. 
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Under  MacDill-65,  a  limited  number  of  Medicare-eligible  military  retirees  living  in 
the  MacDill  catchment  area  were  entitled  to  receive  primary  care  from  MTF  providers  with 
the  same  priority  for  access  to  primary  care  as  TRICARE  Prime  beneficiaries  have.  The  in¬ 
tent  was  for  each  enrollee  to  establish  a  clinical  relationship  with  a  particular  PCP.  The  PCP 
would  also  coordinate  any  specialty  care  that  the  patient  may  need,  facilitating  referrals  to 
MTF  or  community  providers  as  appropriate.  MTF  staff  would  coordinate  pharmacy  use  for 
enrollees.  Given  the  statutory  prohibition  against  Medicare  reimbursement  for  MTF  care, 
DoD  covered  the  cost  of  all  services  provided  at  the  MTF.  However,  care  provided  in  the 
community  was  paid  under  Medicare,  even  if  the  referral  had  been  made  by  an  MTF  PCP. 
Enrollees  were  not  locked  out  of  seeking  care  in  the  community  on  their  own  (i.e.,  under 
Medicare),  but  they  were  encouraged  to  allow  their  PCP  to  coordinate  their  care. 

Eligible  beneficiaries  were  invited  to  apply  to  MacDill-65,  and  approximately  2,000 
beneficiaries  were  randomly  selected  from  those  who  applied.  Patients’  clinical  characteristics 
had  no  effect  on  their  chances  of  being  offered  enrollment  in  the  demonstration.6 

DoD  developed  TRICARE  Plus  after  the  passage  of  the  FY  200 1  NDAA.  For  Medi¬ 
care-eligible  military  retirees,  its  overall  design  is  very  similar  to  MacDill-65.7  TRICARE 
Plus  includes  several  changes,  largely  to  make  it  a  national  program: 

•  All  MTFs  are  eligible  to  offer  TRICARE  Plus.  Each  MTF  commander  determines 
whether  his  or  her  MTF  participates  and  the  number  of  beneficiaries  who  can  enroll. 
TRICARE  Plus  is  not  intended  to  lead  to  expansion  in  MTF  capacity. 

•  TRICARE  Plus  enrollment  is  not  portable  across  MTFs  (but  beneficiaries  remain  eli¬ 
gible  for  care  on  a  space-available  basis  at  other  MTFs). 

•  Beneficiaries  who  are  currently  enrolled  in  an  HMO  or  similar  program  are  pre¬ 
cluded  from  enrolling  in  TRICARE  Plus  under  the  assumption  that  they  have  exist¬ 
ing  relationships  with  providers  outside  the  MTF. 

•  The  highest  priority  for  TRICARE  Plus  enrollment  is  given  to  eligible  beneficiaries 
who  had  previously  been  enrolled  in  TRICARE  Senior  Prime  or  MacDill-65.  The 
next-highest  priority  is  given  to  eligible  beneficiaries  who  have  clinical  characteristics 
such  that  their  participation  would  further  an  MTF’s  readiness  mission.  Beneficiaries 
who  turn  65  and  who  have  previously  been  enrolled  in  TRICARE  Prime  have  third 
priority. 

•  Enrollees  who  do  not  comply  with  the  recommendations  of  their  MTF  PCP  are  to  be 
counseled  to  disenroll  from  the  program. 


6  There  was  one  exception:  A  small  number  of  very  sick  patients  were  asked  to  forgo  enrollment  because  they  predomi- 
nantly  used  specialty  care  and  were  thus  thought  to  derive  relatively  little  benefit  from  a  primary  care  demonstration 
program. 

7  TRICARE  Plus  is  also  available  to  the  dependents  of  active  duty  personnel  who  are  not  enrolled  in  TRICARE  Prime  and 
to  military  retirees  and  their  dependents  under  age  65.  Except  as  noted,  however,  we  focus  on  TRICARE  Plus  as  it  pertains 
to  Medicare-eligible  military  retirees. 
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Goals  and  Assumptions  for  the  TRICARE  Plus  Program 

To  our  knowledge,  MacDill-65  has  not  been  formally  evaluated,  and  such  evaluation  is  out¬ 
side  the  scope  of  this  report.  In  this  section,  however,  we  examine  the  assumptions  underly¬ 
ing  the  main  goals  for  the  TRICARE  Plus  program. 

Improve  MTF  Access 

Relative  to  the  space-available  policy,  some  TFL  beneficiaries  should  have  improved  access  to 
MTFs  under  TRICARE  Plus.  For  instance,  no  beneficiary  is  assured  of  receiving  space- 
available  care,  but  TRICARE  Plus  enrollees  are  guaranteed  access  to  MTF  primary  care  and 
continue  to  have  access  to  MTF  specialty  care  on  a  space-available  basis.  In  addition,  because 
TRICARE  Plus  is  designed  to  foster  relationships  between  beneficiaries  and  specific  PCPs 
and  to  ensure  consistent  access,  it  may  improve  access  to  MTFs  for  enrolled  beneficiaries 
relative  to  the  space-available  policy. 

Whether  TRICARE  Plus  succeeds  in  meeting  the  goal  of  improving  MTF  access  will 
depend  on  a  number  of  factors:  the  number  and  distribution  of  available  TRICARE  Plus 
openings  relative  to  the  level  and  distribution  of  demand  for  MTF  access  by  Medicare- 
eligible  military  retirees;  whether  TRICARE  Plus’s  access  standards  are  met;  and  the  effect  of 
TRICARE  Plus  on  space-available  specialty  care  for  TFL  beneficiaries.8 

Preserve  Existing  Clinical  Relationships 

TRICARE  Plus  is  explicitly  designed  to  preserve  existing  clinical  relationships  by  giving 
beneficiaries  who  have  an  existing  primary  care  relationship  with  a  military  provider  at  their 
local  MTF  the  highest  priority  for  enrollment  (and  precluding  enrollment  for  beneficiaries 
who  have  current  primary  care  relationships  via  a  non-military  HMO).  In  contrast,  the 
space-available  policy  does  not  guarantee  any  TFL  beneficiaries  access  to  MTF  primary  care, 
let  alone  to  a  particular  PCP. 

However,  in  practice,  continuity  in  the  relationship  with  a  specific  provider  requires 
that  the  provider  remain  available  to  a  given  patient.  This  may  be  difficult  to  ensure  if  pri¬ 
mary  care  is  mainly  provided  by  military  personnel  because  such  personnel  frequently  move 
from  one  posting  to  another  (during  deployments  and  in  other  situations).  Provider  conti¬ 
nuity  could  be  enhanced  by  using  civilian  PCPs  in  MTFs,  assuming  they  could  be  recruited 
efficiently,  but  this  would  presumably  limit  whatever  benefits  the  TRICARE  Plus  program 
might  provide  for  DoD’s  readiness  mission.  Also,  beneficiaries  may  gain  from  continuity  of 
access  to  the  same  treatment  facility  even  if  the  individual  clinicians  change — for  instance,  if 
medical  records  are  easier  to  maintain  or  if  the  handoff  between  providers  is  better  within 
facilities  than  across  them. 

Improve  Quality  of  Care  and  Beneficiary  Satisfaction  and  Lower  Costs 

This  goal  seems  most  directly  related  to  DoD’s  benefits  mission.  In  many  ways,  the  promise 
of  managed  care  is  to  control  costs  while  maintaining  or  improving  quality  of  care.  As  dis¬ 
cussed  above,  the  combination  of  Medicare  and  TFL  includes  few  of  the  mechanisms  that 


8  TRICARE  Plus  is  designed  to  have  no  negative  effects  on  access  to  MTF  care  for  TRICARE  Prime  enrollees,  but  there  is 
the  empirical  question  of  whether  this  holds  in  practice.  As  the  TMA  has  stated  in  TRICARE  Plus  policy  memos,  any  such 
reduction  in  MTF  access  would  be  likely  to  increase  DoD’s  costs  because  DoD  would  be  required  to  pay  for  care  provided 
to  TRICARE  Prime  enrollees  by  community  providers,  via  managed  care  support  contractors. 
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other  plans  use  to  manage  care,  such  as  preferred-provider  networks,  preauthorization  re¬ 
quirements,  utilization  review,  or  care  management  and  coordination. 

TRICARE  Plus  may  present  an  opportunity  to  implement  some  of  these  mecha¬ 
nisms,  although  it  is  not  designed  to  use  all  of  them.  In  particular,  PCPs  under  TRICARE 
Plus  come  from  a  preferred  provider  network:  MTF  providers.  Similarly,  while  enrollees  can 
choose  to  receive  specialty  care  from  any  provider  (and  may  not  have  access  to  MTF  specialty 
providers),  PCPs  are  likely  to  have  some  influence  over  this  choice. 

TRICARE  Plus  may  present  an  opportunity  to  introduce  some  degree  of  care  man¬ 
agement  by  taking  advantage  of  beneficiaries’  desire  for  MTF  care,  i.e.,  by  making  it  a  de 
facto  condition  of  participation  that  enrollees  comply  with  the  recommendations  of  their 
PCP.9  Numerous  studies  have  shown  the  benefits  of  care  management  and  well-planned  sys¬ 
tems  for  using  nurse  or  PCP  case  managers  to  improve  outcomes  for  particular  chronic  con¬ 
ditions,  including  diabetes,10  congestive  heart  failure,11  asthma,12  and  depression.13  At  the 
same  time,  there  is  evidence  that  care  management  is  relatively  less  effective  among  a  popula¬ 
tion  of  generally  high-risk  patients  (i.e.,  patients  with  a  range  of  conditions  who  are  predicted 
to  have  high  medical  costs)  than  a  targeted  group  of  patients  with  a  particular  condition 
(Boult  et  al.,  2000a).  Also,  there  is  little  evidence  regarding  the  clinical  benefits  or  cost- 
effectiveness  of  care  management  in  a  general  population. 

These  results  suggest  that  TRICARE  Plus  could  have  clinical  benefits  for  patients 
with  certain  medical  conditions  if  targeted  and  implemented  in  particular  ways.  However, 
our  understanding  is  that  there  are  no  specific  plans  to  target  TRICARE  Plus  enrollment  to 
patients  with  particular  conditions,  e.g.,  those  for  which  there  is  evidence  of  clinical  benefits 
from  care  management.14  Nor  do  we  know  of  any  plans  to  introduce  evidence-based  care 
management  practices  as  part  of  TRICARE  Plus.  The  lack  of  such  plans  seems  likely  to  limit 
the  opportunities  to  improve  patients’  outcomes  via  primary  care  management. 

Furthermore,  there  is  relatively  little  evidence  that  care  management  reduces  total 
health  care  costs.  While  some  cases  of  care  management  having  reduced  health  care  costs 
have  been  documented  in  the  literature,  it  appears  that  in  other  cases — and  perhaps  more 
commonly — care  management  programs  increase  total  health  care  costs.15  As  a  result,  it  can¬ 
not  be  assumed  that  TRICARE  Plus  will  necessarily  reduce  the  overall  cost  to  the  federal 
government  of  providing  health  care  to  program  enrollees. 

Finally,  there  is  the  question  of  the  cost  of  providing  particular  health  care  services  in 
MTFs  relative  to  the  private  sector.  In  principle,  even  if  MTFs  are  less  efficient  than  civilian 


9  This  may  be  hard  to  implement  in  practice.  However,  staff  responsible  for  MacDill-65  indicated  that,  in  extreme  cases  of 
patient  non-compliance,  staff  recommended  to  patients  that  they  discontinue  the  program. 

10  See,  for  example,  Aubert  et  al.,  1998;  Renders  et  al.,  2001. 

See,  for  example,  Heidenreich,  Ruggerio,  and  Massie,  1999;  Philbin,  1999;  Rich,  1999. 

12  See,  for  example,  Gemignani,  1998. 

13  See,  for  example,  Wells  et  al.,  2000;  Schoenbaum  et  al.,  2001. 

14  In  our  interviews  with  DoD  personnel,  they  mentioned  the  possibility  that  such  targeting  could  constitute  discrimina¬ 
tion,  unless  it  were  specifically  intended  to  further  DoD’s  readiness  mission;  as  discussed  above,  TRICARE  Plus  provides 
for  giving  higher  priority  to  certain  beneficiaries  in  such  cases. 

*5  Relatively  few  studies  report  cost-effectiveness  of  particular  interventions  from  the  perspective  of  the  provider  system  or 
the  health  plan.  More  commonly,  cost  studies  report  implementation  cost  but  do  not  report,  let  alone  monetize,  the  bene¬ 
fits  to  the  delivery  organization,  whereas  cost-effectiveness  studies  report  results  from  a  societal  perspective  (e.g.,  Gold  et  al., 
1996),  which  may  differ  substantially  from  the  perspective  of  the  delivery  organization. 


42  Health  Benefits  for  Medicare-Eligible  Military  Retirees:  Rationalizing  TRICARE  for  Life 


providers  in  providing  care,  primary  care  management  that  reduces  the  total  amount  of 
health  care  use  could  reduce  direct  treatment  costs  relative  to  unmanaged  Medicare  plus 
TFL.  However,  savings  are  obviously  more  likely  if  MTFs  are  relatively  efficient  providers  of 
care.  Further  research  is  needed  to  address  the  efficiency  of  MTF  care  relative  to  the  civilian 
sector. 

In  sum,  in  the  particular  context  of  TFL  and  TRICARE  Plus,  it  seems  unlikely  that 
the  savings  (if  any)  of  care  management  will  offset  the  costs  DoD  incurs  in  providing  this 
benefit.  This  is  because  DoD  bears  the  full  cost  of  primary  care  management  (and  other  care) 
provided  at  MTFs  but  only  the  Medicare  cost-sharing  amount  for  care  provided  in  the 
community.  In  that  sense,  it  is  almost  certainly  less  costly  for  DoD  to  reduce  the  amount  of 
MTF  services  provided  to  TFL  beneficiaries,  at  least  in  the  absence  of  payment  by  Medicare 
for  care  provided  in  MTFs.  The  subject  of  Medicare  payment  for  care  in  MTFs  is  discussed 
further  in  Chapter  Five. 

Meet  DoD's  Readiness  Mission 

DoD  staff  consistently  indicated  that  DoD’s  ability  to  meet  its  readiness  mission  depends  on 
a  continued  flow  of  elderly  patients  to  MTFs.  Several  reasons  were  cited: 

•  To  ensure  that  providers  are  satisfied  with  their  case  mix  (e.g.,  because  elderly  pa¬ 
tients  are  more  likely  to  have  conditions  that  providers  find  challenging  to  treat) 

•  To  meet  the  requirements  of  DoD’s  graduate  medical  and  continuing  medical  educa¬ 
tion  programs  (e.g.,  because  training  programs  require  a  certain  case  mix  of  patients) 

•  To  ensure  preparedness  for  deployments  (because  providers  readiness  requires  them 
to  diagnose  and  treat  patients  with  complex  conditions  on  an  ongoing  basis,  and 
elderly  patients  are  more  likely  to  have  such  conditions). 

Thus,  there  appeared  to  be  a  widespread  perception  within  DoD  that  treating  elderly 
patients  at  MTFs  would  be  cost-effective  for  the  federal  government  for  two  reasons.16  The 
first  reason  is  that  DoD’s  medical  education  programs  would  not  be  feasible  without  those 
patients.17  The  second  is  that  the  clinical  capacity  at  MTFs  that  is  required  to  meet  DoD’s 
readiness  mission  would  be  underutilized,  or  incorrectly  utilized,  if  MTF  providers  did  not 
treat  elderly  patients.  In  this  sense,  the  true  marginal  cost  of  treating  elderly  patients  is  per¬ 
ceived  within  DoD  as  being  relatively  low,  independent  of  whether  care  management  re¬ 
duces  direct  treatment  costs.  In  our  view,  these  arguments  are  plausible  under  certain  condi¬ 
tions,  which  may  or  may  not  apply  in  practice. 

It  seems  plausible  that  MTF  providers  would  prefer  the  more  continuous  relation¬ 
ships  with  patients  afforded  by  TRICARE  Plus  to  practice  patterns  under  the  space-available 
policy,  furthering  the  goal  of  provider  satisfaction.  On  the  other  hand,  it  is  unclear  whether 
the  case  mix  of  TRICARE  Plus  enrollees  will  facilitate  provider  readiness.  TRICARE  Plus 


We  note  that  such  patients  need  not  be  limited  to  military  retirees.  Indeed,  DoD  personnel  expressed  the  view  that  DoD 
and  Medicare  would  benefit  if  MTF  providers  could  treat  the  general  Medicare  population  (with  at  least  partial  reimburse¬ 
ment  from  Medicare). 

17  Xhe  significance  of  this  obviously  depends  on  whether  or  how  DoD  s  medical  education  programs  contribute  to  the 
achievement  of  DoD’s  readiness  (or  benefits)  missions.  These  issues  were  outside  the  scope  of  this  report  but  may  warrant 
separate  examination. 
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implementation  guidelines  appear  to  permit  giving  eligible  beneficiaries  with  certain  clinical 
conditions  high  or  even  highest  priority  for  program  enrollment,  and  we  understand  that  the 
TMA  has  directed  MTF  commanders  to  consider  these  factors  in  implementing  TRICARE 
Plus.  But  such  targeted  enrollment  may  be  difficult  to  implement  in  practice  if,  for  instance, 
commanders  face  pressure  from  beneficiaries  for  “equitable”  access  without  regard  to  clinical 
status,  or  if  they  lack  the  data  necessary  to  target  case  mix.18’ 19 

In  addition,  primary  care  management  per  se  may  not  necessarily  further  the  readi¬ 
ness  mission.  In  particular,  it  is  unclear  whether  treating  the  types  of  patients  that  have  been 
shown  to  benefit  from  primary  care  management  (i.e.,  those  with  chronic  conditions  such  as 
diabetes,  congestive  heart  failure,  or  asthma)  helps  providers  prepare  for  battlefield  medicine, 
which  emphasizes  acute  trauma  care,  diagnosis  and  treatment  of  acute  disease,  and  nonbattle 
injury. 

In  practice,  there  is  likely  to  be  variation  across  MTFs  in  the  effects  of  TRICARE 
Plus  on  training  and  readiness.  For  instance,  the  impact  of  serving  a  greater  number  of 
Medicare-eligible  beneficiaries  (or  a  different  patient  mix  than  under  the  space-available  pol¬ 
icy)  may  be  limited  at  many  MTFs  but  relatively  more  important  at  referral  centers  where 
PCPs  can  refer  TRICARE  Plus  patients  to  medical  subspecialists.  The  TRICARE  Plus  im¬ 
plementation  guidelines  permit  the  program  to  be  implemented  differently  at  different  loca¬ 
tions;  therefore,  in  principle,  it  may  be  possible  to  focus  the  program  on  MTFs  where  it  is 
most  likely  to  further  DoD’s  readiness  mission. 


Conclusions  and  Recommendations 

In  sum,  relatively  little  opportunity  exists  to  implement  managed  care  practices  under  stan¬ 
dard  Medicare  and  TFL.  However,  given  the  apparent  desire  of  many  TFL  beneficiaries  to 
receive  care  from  military  providers,  DoD  may  have  the  opportunity  to  manage  care  for 
some  elderly  beneficiaries  via  programs  instituted  at  MTFs.  Currently,  this  requires  DoD  to 
assume  full  responsibility  for  the  cost  of  care  provided  to  Medicare-eligible  beneficiaries  at 
MTFs. 

We  find  it  likely  that  TRICARE  Plus  and  similar  programs  will  be  well  received  by 
beneficiaries,  especially  since  participation  is  voluntary.  We  also  find  it  plausible  that  such 
programs  could  improve  clinical  outcomes  for  some  enrollees,  relative  to  both  standard 
Medicare  and  the  current  space-available  policy.  However,  the  scope  of  such  improvements 
depends  critically  on  how  and  for  whom  care  management  programs  are  implemented. 

As  currently  conceived,  TRICARE  Plus  would  function  primarily  as  a  mechanism  to 
ensure  that  some  elderly  patients  continue  to  use  MTFs  as  their  source  of  care,  rather  than 
using  their  Medicare  and  TFL  benefits  in  the  community.  It  seems  plausible  that  care  man¬ 
agement  through  MTF  providers  could  improve  outcomes  and/or  reduce  total  health  care 
costs  for  some  patients,  relative  to  unmanaged  care  under  Medicare  or  the  space-available 


18  Under  MacDill-65,  for  instance,  eligibility  and  enrollment  were  largely  independent  of  patients*  clinical  status;  the  excep¬ 
tion  was  patients  with  particularly  complex  needs,  who  were  intentionally  excluded  from  participation  because  of  the  expec¬ 
tation  that  they  would  not  benefit  from  primary  care  management. 

19  Technically,  the  relevant  case  mix  is  that  of  the  overall  MTF  patient  population,  including  those  with  TRICARE  Prime. 
Thus,  TRICARE  Plus  beneficiaries  should  be  used  to  fill  in  gaps  in  the  desired  MTF  case  mix. 
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policy.  DoD  may  be  able  to  increase  the  likelihood  of  such  benefits  by  targeting  TRICARE 
Plus  enrollment  to  patients  who  are  likely  to  benefit  from  primary  care  management  and  im¬ 
plementing  effective  care  management  programs  for  these  patients. 

However,  since  Medicare  is  currently  prohibited  by  statute  from  paying  for  care  in 
MTFs,  DoD  must  assume  full  responsibility  for  the  cost  of  care  provided  to  Medicare- 
eligible  beneficiaries  at  MTFs.  As  a  result,  DoD’s  patient  care  costs  are  almost  certainly 
higher  under  TRICARE  Plus  than  if  care  were  provided  under  Medicare.  On  the  other  hand, 
treating  Medicare-eligible  beneficiaries  in  MTFs  helps  DoD  fulfill  its  readiness  mission.  How 
these  factors  balance  on  net  is  unknown,  and  further  research  regarding  the  effects  of  MTF 
primary  care  management  on  patient  outcomes  and  treatment  costs,  and  regarding  providers 
case-mix  preferences  and  the  relationship  between  primary  care  management  and  readiness  is 
necessary  to  determine  the  overall  cost-effectiveness  of  TRICARE  Plus  from  the  perspective 
of  DoD  and  the  federal  government,  relative  to  alternative  models  for  care  management  and 
readiness  training.  In  the  next  chapter,  we  discuss  potential  models  for  Medicare  sharing  in 
the  costs  of  MTF  care. 


CHAPTER  FIVE 

Models  for  Medicare's  Sharing  in  Military  Treatment 
Facility  Costs 


Currently,  the  Medicare  program  has  no  financial  liability  for  MTF  services  (other  than 
emergency  services)  provided  to  TFL  beneficiaries.1  A  statutory  prohibition  on  payments  to 
federal  providers,  part  of  the  original  Medicare  law,  was  intended  to  prevent  shifting  costs  to 
Medicare  for  care  already  being  provided  under  federal  programs  such  as  the  Indian  Health 
Service  (IHS),  Department  of  Veterans  Affairs  (DVA),  and  DoD.  Over  the  years,  statutory 
changes  have  been  made  to  allow  payment  for  services  provided  by  the  IHS,  but  the  prohibi¬ 
tion  on  Medicare  payment  for  care  in  DoD  and  VA  facilities  remains. 

Prior  to  TFL,  the  responsibility  for  Medicare  military  retirees  was  determined  by 
where  the  care  was  furnished:  Medicare  was  solely  responsible  for  civilian  care  (for  Medicare- 
covered  benefits),  and  DoD  assumed  all  costs  for  space-available  care  provided  by  MTFs  to 
Medicare  beneficiaries.  In  FY2000,  DoD  spent  an  estimated  $1.4  billion  on  direct  care  for 
dual  eligibles  (Department  of  Defense,  2002).  Under  TFL,  DoD  now  has  responsibility  as 
the  secondary  payer  for  civilian  care  but  continues  to  have  sole  responsibility  for  direct  care. 
DoD  was  expected  to  spend  an  estimated  $3.9  billion  in  FY2002  on  secondary  payments  for 
civilian  care  furnished  to  Medicare  beneficiaries  (Department  of  Defense,  2002). 

DoD’s  new  obligations  for  TFL  beneficiaries  raise  issues  related  to  the  cost  of  fur¬ 
nishing  direct  care  relative  to  making  secondary  payments  for  civilian  care  and  elevates  the 
issue  of  whether  Medicare  should  share  in  the  costs  of  direct  care  services  now  that  the  tradi¬ 
tional  division  of  responsibilities  for  military  retiree  health  care  costs  no  longer  exists.  If 
Medicare  is  to  share  in  direct  care  costs,  a  further  issue  is  whether  it  should  participate  as 
primary  payer  or  on  some  other  basis  that  continues  to  assign  primary  responsibility  for  the 
direct  care  furnished  to  TFL  beneficiaries  to  DoD. 

Without  Medicare  cost-sharing  for  MTF  care,  DoD’s  costs  would  be  lower  if  TFL 
beneficiaries  who  are  currently  receiving  MTF  direct  care  would  instead  obtain  care  from 
civilian  providers;  however,  the  shift  could  negatively  affect  physician  retention  and  training, 
create  excess  capacity  at  some  MTFs,  and  would  be  counter  to  the  preferences  of  many  TFL 
beneficiaries.  Moreover,  Medicare  costs  would  increase  substantially  because  the  program 
would  become  primary  payer  for  civilian  care  that  had  previously  been  furnished  by  MTFs  at 
no  cost  to  Medicare.  Only  about  41  percent  of  beneficiaries  residing  within  MTF  catchment 
areas  use  civilian  care  exclusively  (Levy  and  Miller,  1998),  and  the  Medicare  per  capita  sav- 


1  Section  1814(c)  of  the  Social  Security  Act.  Exceptions  are  made  if  (1)  the  provider  is  furnishing  services  to  the  public  gen¬ 
erally  as  a  community  institution  or  agency,  (2)  emergency  hospital  services  are  involved,  or  (3)  services  were  furnished  by  a 
Department  of  Veterans  Affairs  (DVA)  hospital  in  good  faith  to  an  individual  who  is  subsequently  determined  to  not  be 
entitled  to  VA  health  benefits. 
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ings  attributable  to  MTF  use  is  substantial.2  Thus,  Medicare  has  an  interest  in  assuring  that 
direct  care  for  TFL  beneficiaries  continues. 

The  pre-TFL  division  of  responsibilities  between  TRICARE  and  Medicare  resulted 
in  each  program  viewing  dual  eligible  beneficiaries  independently.  Medicare  cost-sharing  for 
MTF  care  would  foster  viewing  TFL  beneficiaries  as  a  joint  responsibility  and  lead  to  finding 
ways  to  provide  them  with  the  highest- quality  care  at  the  least  cost  to  the  federal  govern¬ 
ment.  It  would  provide  DoD  with  financial  resources  to  continue  to  provide  direct  care  to 
TFL  beneficiaries  and  has  the  potential  to  meet  several  policy  goals:  allow  TFL  beneficiaries 
the  choice  between  direct  and  civilian  care,  serve  DoD’s  readiness  needs,  and  most  impor¬ 
tant,  provide  high-quality  health  care  services  to  TFL  beneficiaries  and  the  non-retiree  mili¬ 
tary  population  at  the  least  cost  to  the  federal  government. 

This  chapter  explores  potential  models  for  Medicare  s  sharing  in  the  costs  of  direct 
care  services  provided  to  TFL  beneficiaries  that  could  potentially  reduce  overall  federal  health 
care  costs.  We  first  provide  a  conceptual  policy  framework  for  Medicare  cost-sharing  and 
evaluation  of  alternative  cost-sharing  models.  We  discuss  the  financial  incentives  under  TFL 
and  the  cost  implications  if  beneficiaries  shift  from  MTF  to  civilian  care.  We  also  describe 
the  “lessons  learned”  from  a  Medicare-DoD  subvention  demonstration  that  have  applicabil¬ 
ity  to  cost-sharing  arrangements.  Next,  we  discuss  three  potential  models  for  Medicare  s 
sharing  in  the  costs  of  direct  care  services  provided  to  TFL  fee-for-service  beneficiaries 
through  payments  to  the  TFL  accrual  fund.  Any  of  the  models  would  require  statutory 
changes  to  implement  on  any  basis  other  than  a  demonstration  basis.  Next,  we  discuss  pay¬ 
ments  for  MTF  care  furnished  to  Medicare+Choice  enrollees.  The  chapter  ends  with  conclu¬ 
sions  and  recommendations. 


Policy  Framework  for  Medicare  Cost-Sharing 

DoD  and  CMS  share  the  common  goals  of  providing  TFL  beneficiaries  with 

•  high-quality,  cost-effective  care  and 

•  choice  in  where  that  care  is  obtained. 

Both  programs  also  have  the  goal  of  minimizing  the  costs  to  their  respective  pro¬ 
grams  for  TFL  beneficiaries.  DoD  has  additional  goals  that  are  not  shared  by  Medicare: 

•  To  provide  high-quality,  cost-effective  care  for  non-TFL  beneficiaries 

•  To  maintain  readiness  to  provide  medical  care  in  case  of  deployments  or  war 

•  To  fulfill  the  social  contract  with  TFL  beneficiaries  without  limiting  MTF  access  for 
other  TRICARE  enrollees. 

With  the  implementation  of  the  TFL  program,  direct  care  services  play  a  somewhat 
less  critical  role  in  fulfilling  DoD’s  social  contract  with  its  retirees  because  TFL  beneficiaries 
now  have  access  to  civilian  care  at  no  cost.  DoD’s  secondary  payments  for  civilian  care  allevi- 

2  The  U.S.  General  Accounting  Office  (GAO)  estimated  that  largely  because  of  MTF  usage,  Medicare’s  fee-for-service 
payments  for  Senior  Prime  enrollees  in  the  absence  of  the  DoD-Medicare  subvention  demonstration  would  have  been  on 
average  55  percent  of  the  Senior  Prime  rate  (U.S.  General  Accounting  Office,  2001c). 
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ates  some  pressure  to  make  direct  care  available  to  TFL  beneficiaries  and,  as  a  result,  DoD’s 
budgetary  constraints,  access  for  non-TFL  beneficiaries,  and  readiness  considerations  assume 
increased  importance  in  decisions  regarding  the  extent  to  which  direct  care  services  should  be 
made  available  to  TFL  beneficiaries. 

From  an  overall  policy  perspective,  the  public  interest  will  be  best  served  if  DoD  and 
Medicare  view  TFL  beneficiaries  as  a  joint  responsibility  and  work  toward  a  cost-sharing  ar¬ 
rangement  that  meets  the  following  objectives: 

•  High-quality  care  at  the  lowest  overall  cost 

•  Beneficiary  choice  between  using  an  MTF  or  civilian  providers 

•  Flexibility  for  DoD  in  determining  MTF  service  levels  for  TFL  beneficiaries,  taking 
into  account  readiness  considerations  and  access  for  non-TFL  beneficiaries. 

We  believe  that  it  will  be  in  the  national  public  interest  to  focus  on  these  objectives 
rather  than  trying  to  decide  whether  it  is  “equitable”  for  Medicare  to  become  the  primary 
payer  for  MTF  care  provided  to  TFL  beneficiaries.  The  equity  argument  that  is  commonly 
advanced  contends  that  DoD  and  military  personnel  pay  Medicare  employer  and  employee 
taxes  but,  to  the  extent  that  MTFs  are  utilized,  they  do  not  receive  the  full  insurance  benefits 
to  which  they  are  entitled.  From  Medicare’s  perspective,  TFL  beneficiaries  are  entitled  to  the 
full  Medicare  benefit  package  but  elect  not  to  utilize  certain  benefits  just  as  other  beneficiary 
groups  (e.g.,  those  living  overseas)  do.  At  any  time,  they  may  exercise  their  right  to  receive 
the  full  Medicare  benefit  package  by  going  to  civilian  providers. 

Unlike  the  IHS,  whose  sole  mission  is  to  provide  health  benefits,  the  military  health  sys¬ 
tem  has  both  a  benefit  and  a  readiness  function  and  DoD  has  the  discretion  to  eliminate  di¬ 
rect  care  for  TFL  beneficiaries  whenever  it  is  no  longer  in  DoD’s  interests  to  provide  the 
services.  The  equity  argument  is  predicated  on  a  premise  that  MTFs  should  be  treated  the 
same  as  any  other  provider  of  services  to  Medicare  beneficiaries.  Yet,  unlike  Medicare  pro¬ 
viders  who  are  not  allowed  to  have  discriminatory  admission  policies  for  Medicare  patients, 
MTFs  need  to  be  able  to  discriminate  between  TFL  beneficiaries  and  other  military  benefici¬ 
aries  and  among  TFL  beneficiaries  in  order  to  meet  readiness  objectives  and  the  needs  of 
non-TFL  military  beneficiaries. 


Cost  Implications  of  Direct  and  Civilian  Care:  A  Conceptual  Model 

As  seen  in  Table  5.1,  the  site  where  TFL  beneficiaries  receive  medical  care  has  significant  fi¬ 
nancial  implications  for  both  DoD  and  Medicare.  The  CMS  goal  to  protect  Medicare  trust 
funds  and  minimize  its  costs  is  best  served  if  beneficiaries  obtain  care  from  MTF  providers. 
The  financial  implications  for  DoD  are  more  complicated  because  space-available  capacity 
affects  not  only  the  costs  of  providing  MTF  care  to  TFL  beneficiaries  but  also  health  care 
access  and  costs  for  other  DoD  beneficiaries.  In  addition,  the  value  of  meeting  readiness  ob¬ 
jectives  and  fulfilling  the  social  contract  with  military  retirees  needs  to  be  weighed  against  the 
cost  considerations.  Generally,  however,  DoD’s  costs  are  minimized  if  Medicare-covered  care 
is  received  outside  the  MTFs. 
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IOUIC  J.  I 

Comparison  of  Direct  Care  and  Civilian  Service  Providers'  Fee-for-Service  Liabilities  for  Medicare- 
Covered  Services  Under  TFL 


Service 

Provider 

Medicare  Liability 

TRICARE  Liability 

Supplemental 
Insurance  Liability 

Beneficiary 

Liability 

Military 

Treatment 

Facility 

None 

Cost  of  care,  net  of  any 
supplemental  insurance 

Amount  that  would 
have  been  payable  if 
beneficiary  had 
received  a  Medicare- 
covered  service:  Part  A 
and  Part  B  deductibles, 
preventative  services, 
and  drugs 

None  for 
outpatient  care; 
minimal  subsistence 
charges  for 
inpatient  stays  ($11 
per  diem) 

Civilian 

Medicare 
payment  rate  less 
applicable 
deductible  and 
coinsurance 
amounts 

Pays  beneficiary's 
deductible,  coinsurance, 
and  balanced  billing 
amounts  (unless  covered 
by  supplemental 
insurance) 

Coinsurance, 
deductible,  and 
balanced  billing 
amounts  to  the  extent 
covered  by  policy 

None 

As  discussed  in  Chapter  Three,  TFL  beneficiaries  face  no  out-of-pocket  costs  if  they 
obtain  care  from  a  civilian  provider.  Those  with  supplemental  insurance  have  a  strong  incen¬ 
tive  to  drop  their  policies  because  they  are  no  longer  cost-effective  given  the  new  pharmacy 
benefit  and  TRICARE  supplemental  coverage.  While  TFL  beneficiaries  no  longer  have  a  fi¬ 
nancial  incentive  to  use  the  MTF,  many  prefer  the  military  health  system. 

Table  5.2  summarizes  the  effect  that  beneficiaries  switching  from  MTF  to  civilian 
care  would  have  on  DoD’s  costs.  Medicare’s  costs,  and  total  federal  government  costs.  Given 
beneficiary  preferences  for  MTF  care,  this  switch  is  likely  to  occur  only  if  DoD  reduces  its 
MTF  service  level  for  TFL  beneficiaries.  If  the  MTF  is  operating  at  or  over  capacity,  there 
should  be  little  impact  on  MTF  costs  assuming  that  non-Medicare  patients  fill  the  appoint¬ 
ments  no  longer  used  by  Medicare  patients.  The  impact  on  TRICARE  costs  for  non- 
Medicare  patients  depends  on  how  direct  care  costs  compare  with  payments  that  would  have 
been  made  to  civilian  providers,  and  the  services  would  have  been  forgone  with  longer  MTF 
waiting  times.  The  secondary  payments  for  Medicare-covered  civilian  care  furnished  to  TFL 
beneficiaries  would  increase  DoD’s  costs.  In  addition,  there  could  be  implications  for  physi¬ 
cian  retention  and  readiness  because  patient  mix  would  not  be  as  rich. 

Medicare’s  costs  would  increase  not  only  as  the  primary  payer  for  the  civilian- 
provided  services  but  also  because  of  the  probable  increases  in  demand  resulting  from  the 
lack  of  beneficiary  cost-sharing  (see  Chapter  Three).  The  shift  would  be  largely  between 
Medicare  and  DoD  with  limited  impact  on  the  overall  federal  budget.  Because  TRICARE 
follows  the  Medicare  payment  methodologies,  payment  rates  for  civilian  providers  should  be 
fairly  comparable  for  the  Medicare  and  non-Medicare  population  and  have  minimal  effect 
on  total  federal  outlays.  Overall,  higher  expenditures  would  result  from  increased  demand 
(from  both  the  Medicare  and  non-Medicare  populations)  and  TRICARE  secondary  pay¬ 
ments  (which  would  not  have  been  made  for  non-Medicare  patients  obtaining  civilian  care). 
If  an  MTF  is  operating  below  capacity,  the  increase  in  total  federal  outlays  would  be  greater, 
assuming  that  the  combined  Medicare-DoD  payments  for  civilian  care  would  be  higher  than 
the  incremental  costs  of  MTF  care  (see  the  discussion  in  the  subsection  that  follows). 
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Table  5.2 

Impact  of  Beneficiaries  Switching  from  MTF  Direct  Care  to  Civilian  Care 

Net  Impact  on  Federal 

Impact  on  DoD  Impact  on  Medicare  Budget 


Reduces  MTF  space-available  demand;  impact 
depends  on  MTF  capacity. 

MTF  at  or  over  capacity: 

•  Improves  waiting  times  for  non-Medicare 
population 

•  Little  effect  on  total  MTF  costs  (except  to 
extent  it  avoids  need  to  expand  capacity) 

•  Costs  increase  for  coinsurance/deductibles  for 
Medicare  population 

•  Cost  impact  for  non-Medicare  population 
depends  on  costs  of  MTF  care  relative  to  civilian 
care  payments  (with  some  increase  for  services 
that  would  have  been  forgone) 

•  Some  impact  on  readiness  to  the  extent  the 
younger  population  does  not  present 
conditions  as  complex. 


Shift  in  services  from  MTF  to  Depends  on  MTF  capacity, 
civilian  providers  increases 

program  costs.  MTF  at  or  above  capacity: 

•  Costs  increase  because  of 

Full  coverage  eliminates  DoD  secondary  payments 

beneficiary  incentives  to  and  increased  beneficiary 

control  utilization  of  civilian  demand. 

providers  and  increases 

program  costs.  MTF  below  capacity: 

•  Costs  increase  assuming 
MTF  can  provide  care  at 
less  cost  than  the  cost  of 
payments  to  a  civilian 
provider. 


MTF  below  capacity: 

•  MTF  has  variable  cost  savings  but  fixed  costs 
spread  over  fewer  patients. 

•  Secondary  payer  costs  increase  for  civilian  care 
furnished  to  TFL  beneficiaries. 

•  Having  fewer  patients  reduces  readiness 
capabilities. 


In  summary,  if  DoD  reduces  MTF  service  levels  for  TFL  beneficiaries,  total  federal 
outlays  are  likely  to  increase  regardless  of  whether  the  MTF  is  operating  at  or  below  capacity. 
A  cost-sharing  arrangement  that  encourages  efficient  and  coordinated  care  and  reduces  total 
federal  outlays  would  serve  the  public  interest.  Medicare  has  the  most  to  lose  financially  if  a 
substantial  number  of  beneficiaries  switch  from  MTF  to  civilian  care  (and  the  most  to  gain  if 
Medicare  beneficiaries  switch  from  civilian  to  MTF  care).  As  long  as  CMS  has  safeguards  to 
assure  that  Medicare’s  total  financial  liabilities  (price  and  volume)  would  be  lower  than  its 
liabilities  in  the  absence  of  an  arrangement,  a  cost-sharing  agreement  would  be  consistent 
with  its  goals.  DoD’s  underlying  interest  is  whether  Medicare’s  payments  would  be  sufficient 
to  cover  the  marginal  costs  of  providing  MTF  care  relative  to  being  the  secondary  payer  un¬ 
der  Medicare  and  whether  there  would  be  sufficient  flexibility  to  respond  to  changes  in 
readiness  and  in  the  service  delivery  needs  of  non-TFL  patients. 


Comparative  Costs  of  Direct  and  Civilian  Care 

The  assumption  that  total  payments  for  civilian  care  would  exceed  the  incremental  cost  of 
MTF  care  provided  to  TFL  beneficiaries  is  one  that  merits  further  investigation.  Cost  com¬ 
parisons  for  individual  services  are  difficult  to  make  because  MTF  costs  for  outpatient 
services  are  aggregated  at  the  visit  level.  Detailed  data  on  the  individual  services  provided 
during  an  outpatient  visit  and  on  incremental  costs  are  not  readily  available.3  The  more  im- 


3  With  the  phase-in  of  itemized  billing  that  began  in  FY2002,  the  comparisons  should  be  easier  to  make  in  the  future. 
Itemized  billing  information  is  needed,  for  example,  to  compare  the  amounts  that  would  be  payable  on  a  fee-for-service 
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portant  question,  however,  is  not  how  costs  compare  on  a  service-by-service  basis  but  how 
they  would  compare  in  the  aggregate  taking  utilization  and  health  status  into  account. 

Studies  have  consistently  found  that  the  military  population  utilizes  more  services  than 
the  civilian  population  and  that  utilization  rates  are  higher  for  direct  care  than  civilian  care. 
Frequently  cited  causes  for  the  higher  utilization  rates  are  minimal  copayments  for  civilian 
care  and  free  direct  care  and,  with  regard  to  direct  care,  fewer  incentives  historically  for  effi¬ 
cient  practice  styles  and  lower  ratios  of  support  staff  to  health  care  providers  (Hosek  et  ah, 
1995;  Klerman  and  Kilburn,  1998;  U.S.  General  Accounting  Office,  2002).  However,  it  is 
not  entirely  clear  the  extent  to  which  the  higher  utilization  rates  are  primarily  a  characteristic 
of  the  military  population,  or  a  provider  characteristic  (i.e.,  military  providers  have  a  more 
resource-intensive  practice  style  than  their  civilian  counterparts),  or  a  combination  of  the 
two. 

The  question  of  the  comparative  costs  of  direct  and  civilian  care  is  slightly  different  in 
the  context  of  a  cost-sharing  agreement  for  TFL  beneficiaries  designed  to  reduce  overall  fed¬ 
eral  spending  than  it  was  in  earlier  utilization  studies;  namely,  the  question  is  whether  (in  the 
absence  of  copayments  for  care  obtained  in  either  venue  (MTF  or  civilian)  the  combined 
Medicare-DoD  payments  for  civilian  care  exceed  the  incremental  costs  of  providing  MTF 
care.  This  issue  has  implications  for  a  Medicare  cost-sharing  model: 

•  If  the  higher  utilization  pattern  is  largely  a  population  characteristic,  the  assumption 
that  the  costs  of  civilian  care  will  exceed  the  incremental  costs  of  MTF  care  is 
stronger,  and  there  is  more  support  for  adopting  a  cost-sharing  model  as  a  means  of 
reducing  overall  federal  costs. 

•  If  the  higher  utilization  pattern  is  largely  a  provider  characteristic,  there  is  less  cer¬ 
tainty  that  the  incremental  costs  of  MTF  care  would  be  lower  and  less  support  for  an 
argument  that  a  cost-sharing  agreement  would  be  in  the  public  interest.  At  a  mini¬ 
mum,  a  cost-sharing  agreement  that  protects  the  Medicare  program  from  paying 
more  in  the  aggregate  for  direct  care  than  it  would  for  civilian  care  would  be  needed 
to  assure  total  federal  oudays  do  not  increase. 

From  the  perspective  of  total  federal  outlays,  it  would  be  desirable  to  have  a  better  under¬ 
standing  of  how  utilization  by  TFL  beneficiaries  who  obtain  care  primarily  from  MTFs 
compares  with  that  of  TFL  beneficiaries  who  obtain  care  solely  through  civilian  providers 
before  the  adoption  of  Medicare  cost-sharing  policies  that  would  encourage  an  expansion  of 
MTF  care  for  TFL  beneficiaries. 


Lessons  Learned  from  the  DoD-Medicare  Subvention  Demonstration 

The  Balanced  Budget  Act  of  1997  required  that  DoD  and  Medicare  implement  a  subvention 
demonstration  to  test  the  feasibility  of  making  Medicare-covered  services  available  to  Medi¬ 
care-eligible  DoD  beneficiaries  age  65  or  older  through  the  TRICARE  program  and  MTFs, 
which  would  then  be  eligible  for  payments  from  Medicare.  The  statute  provided  for  two  dis¬ 
tinct  models:  TRICARE  Senior  Prime  and  Medicare  Partners.  TRICARE  Senior  Prime  was 

basis  for  MTF  outpatient  care  using  the  Medicare  payment  schedules  with  the  amounts  that  would  be  payable  using  DoD 
reimbursement  rates  that  apply  to  other  payers. 
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implemented  at  six  demonstration  sites  and  ended  December  31,  2001.  Medicare  Partners 
has  not  been  implemented. 

Under  the  TRICARE  Senior  Prime  model,  the  demonstration  sites  operated  man¬ 
aged-care  plans  meeting  the  certification  requirements  for  Medicare+Choice  organizations. 
Medicare  beneficiaries  who  enrolled  in  Senior  Prime  chose  a  military  care  manager  at  a  par¬ 
ticipating  MTF.  They  received  their  primary  care  from  the  MTF.  Other  services  were  pro¬ 
vided  either  by  the  MTF  or  by  civilian  providers  in  the  Senior  Prime  network. 

The  capitation  payment  rates  for  Senior  Prime  were  negotiated  by  DoD  and  the 
Health  Care  Financing  Administration  (HCFA,  the  predecessor  agency  to  CMS).  Medicare 
paid  for  Senior  Prime  enrollees’  care  only  after  DoD  met  a  level-of-effort  threshold,  that  is, 
DoD  spent  as  much  for  health  care  services  for  Medicare  beneficiaries  (both  enrollees  and 
nonenrollees)  as  it  had  in  the  past  across  the  six  sites.  The  criteria  for  meeting  the  level-of- 
effort  threshold  were  complicated  and  difficult  to  understand.4  The  complexity  made  the  fi¬ 
nal  payment  determination,  which  was  made  retroactively,  difficult  to  predict.  As  a  result, 
MTFs  incurred  costs  for  Senior  Prime  enrollees  within  a  fixed  budget  without  knowing 
whether  they  would  be  reimbursed.  In  fact,  DoD  did  not  retain  any  first-year  Medicare 
payments.  Other  issues  raised  by  the  demonstration  include  the  adequacy  of  the  capitation 
rate,  the  timeliness  of  the  data  used  to  establish  the  level-of-effort  threshold,  and  the  failure 
to  align  financial  incentives  to  manage  use  of  civilian  care  and  encourage  cost-effective  service 
delivery  (Farley  et  al.,  2000,  2003;  U.S.  General  Accounting  Office,  2001c,  200 Id,  and 
2002).  The  U.S.  General  Accounting  Office  (GAO)  estimates  that  compared  with  similar 
Medicare  fee-for-service  beneficiaries,  Senior  Prime  enrollees  were  hospitalized  41  percent 
more  often  and  had  58  percent  more  outpatient  visits  (U.S.  General  Accounting  Office, 
2001c). 

Some  of  the  lessons  learned  from  TRICARE  Senior  Prime  have  applicability  to  designing 
a  mechanism  for  Medicare  to  share  in  the  cost  of  MTF  services  furnished  to  TFL  beneficiar¬ 
ies  on  either  a  fee-for-service  or  partial-capitation  basis: 

•  The  funding  policies  should  be  simple  to  understand  so  that  management  decisions 
can  support  an  appropriate  balance  of  MTF  and  civilian  care  for  TFL  beneficiaries. 
DoD  managers  should  be  able  to  predict  the  net  costs  of  providing  MTF  care  to  TFL 
beneficiaries  and  weigh  those  costs  with  access  and  cost  considerations  for  other  DoD 
beneficiaries  and  readiness  needs. 

•  Ideally,  funding  for  TFL  beneficiaries  at  the  MTF  level  should  be  prospectively  de¬ 
termined.  Because  MTFs  operate  within  a  fixed  budget,  MTF  commanders  should 
know  in  advance  how  much  they  would  receive  for  furnishing  services  to  TFL  bene¬ 
ficiaries.  If  the  cost-sharing  arrangement  incorporates  a  level-of-effort  concept,  any 
adjustments  to  account  for  level  of  effort  should  be  handled  as  a  separate  budget 
transaction  and  not  affect  payments  to  individual  MTFs. 

•  Financial  incentives  should  be  created  at  the  MTF  level  that  encourage  efficient  de¬ 
livery  of  services.  Bundled  payments,  such  as  ambulatory  payment  groups  for  outpa¬ 
tient  care  and  diagnosis-related  groups  for  inpatient  care,  create  more  incentives  for 
efficiency  relative  to  fee-for-service  payments  for  individual  services  but  do  not  dis- 


4  The  level-of-effort  calculation  is  controversial  and  DoD  feels  strongly  that  the  amounts  calculated  for  Senior  Prime  were 
not  an  accurate  representation  of  the  true  level  of  effort. 
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courage  unnecessary  admissions  or  outpatient  visits.  Full  or  partial  capitation  pro¬ 
vides  more  incentives  for  cost-effective  practice  patterns  than  a  bundled  payment  for 
each  encounter. 

•  In  a  fee-for-service  cost-sharing  arrangement,  the  Medicare  payment  rate  for  individ¬ 
ual  services  should  be  fixed  in  advance  with  the  recognition  that  utilization  and  total 
payments  will  vary  across  MTFs  and  time,  based  on  space  available  and  readiness 
considerations.  In  a  partial-capitation  arrangement,  the  MTF  should  pay  for  any 
services  covered  by  the  arrangement  that  are  obtained  from  civilian  providers. 

•  Care  should  be  taken  to  provide  incentives  to  encourage  the  appropriate  weighing  of 
readiness  and  access  considerations  for  non-TFL  beneficiaries  in  deciding  service  lev¬ 
els  for  TFL  beneficiaries.  To  avoid  crowding  out  non-TFL  beneficiaries,  funding  for 
TFL  beneficiaries  should  not  be  more  generous. 

•  Attention  should  be  given  during  the  design  of  the  cost-sharing  arrangement  to 
whether  periodic  adjustments  should  be  made  in  the  proportion  of  costs  borne  by 
Medicare  and  DoD  based  on  more-recent  data  and  the  mechanism  for  making  those 
adjustments. 

•  There  are  significant  operational  burdens  associated  with  complying  with  Medicare 
requirements.  While  the  Senior  Prime  burden  was  largely  created  by  the  Medi- 
care+Choice  requirements.  Medicare  requirements  for  fee-for-service  payments  entail 
not  only  itemized  billings  but  also  cost  reporting  requirements  that  may  be  difficult 
for  DoD  facilities  to  meet.  Viewing  MTF  care  for  TFL  beneficiaries  as  a  joint  respon¬ 
sibility  of  the  Medicare  and  TRICARE  programs  instead  of  treating  DoD  the  same  as 
any  other  Medicare  provider  reduces  the  rationale  for  requiring  compliance  with 
burdensome  Medicare  rules. 


Medicare  Cost-Sharing  for  Fee-for-Service  TFL  Beneficiaries 

Rationalizing  the  funding  for  direct  care  services  for  TFL  beneficiaries  can  be  best  accom¬ 
plished  by  separating  the  question  of  how  funding  to  support  direct  care  services  to  dual  eli- 
gibles  should  be  shared  by  DoD  and  Medicare  from  the  question  of  appropriate  payments  to 
MTFs  for  these  services. 

The  first  question  concerns  the  appropriate  balance  between  Medicare  and 
TRICARE  funding  for  direct  care  that  would  best  meet  the  needs  of  both  programs  and  re¬ 
sult  in  overall  savings  to  the  federal  government.  The  accrual  fund  and  the  Medicare  trust 
funds  provide  ready  mechanisms  for  budget  transfers  between  the  two  programs  to  imple¬ 
ment  the  cost-sharing  agreement  once  the  policies  are  established.  As  mentioned  earlier  in 
this  report,  the  FY2001  NDAA  established  an  accrual  fund  to  provide  for  mandatory  fund¬ 
ing  for  dual  eligibles  (including  the  under-65  Medicare/TRICARE  beneficiaries).  The  fund 
recognizes  DoD’s  accrued  and  future  liability  for  the  costs  of  MTF  care,  civilian  care,  and 
pharmacy  benefits  for  dual-eligible  retirees.  Implemented  in  FY2003,  the  accrual  funds  will 
derive  from  annual  treasury  payments  for  the  amortized  actuarial  unfunded  accrued  liability, 
from  annual  DoD  contributions  for  the  actuarial  normal  cost  of  the  benefits,  and  from 
fund  investment  earnings.  FY2003  fund  outlays  at  the  time  of  implementation  were  esti¬ 
mated  to  be  $5.8  billion  ($1.4  billion  for  MTF  care  and  $4.4  billion  for  purchased  care) 
(TRICARE  Management  Activity,  2002b). 
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The  second  question  involves  designing  incentives  at  the  MTF  level  that  effectively 
promote  the  provision  of  cost-effective  care  to  TFL  beneficiaries,  while  also  giving  appropri¬ 
ate  weight  to  readiness  and  access  considerations.  If  Medicare  payments  were  to  flow  to  the 
accrual  fund  instead  of  directly  to  MTFs,  DoD  would  have  greater  flexibility  to  design  ap¬ 
propriate  MTF-level  incentives. 

In  the  subsections  that  follow,  we  outline  three  basic  policy  options  for  Medicare’s 
sharing  in  the  costs  of  MTF  care  provided  to  TFL  beneficiaries  who  are  enrolled  in  the 
Medicare  fee-for-service  program. 

•  Model  1  would  use  a  fee-for-service  payment  methodology  for  all  dual  eligibles  re¬ 
ceiving  MTF  care.  That  is,  a  Medicare  payment  would  be  made  to  the  accrual  fund 
for  individual  services  furnished  by  MTFs  for  services  to  both  under-65  and  over-65 
beneficiaries  who  are  also  entitled  to  Medicare  benefits. 

•  Model  2  builds  on  TRICARE  Plus  and  would  apply  to  only  the  subset  of  TFL  bene¬ 
ficiaries  who  choose  to  enroll  in  the  program  (see  Chapter  Four).  Under  this  model, 
Medicare  would  make  a  partial-capitation  payment  for  primary  care  services  only  for 
TRICARE  Plus  enrollees. 

•  Model  3  is  a  risk-sharing  model  under  which  Medicare  would  transfer  to  DoD  any 
Medicare  per  capita  savings  for  TRICARE  Plus  enrollees. 

The  models  are  designed  to  provide  a  conceptual  framework  for  discussions  on  cost¬ 
sharing  designs  that  would  reduce  overall  federal  costs  and  yet  provide  patients  with  better 
care.  Further  empirical  work  would  be  needed  to  analyze  the  potential  cost  implications  of 
the  options  for  DoD,  Medicare,  and  total  federal  spending.  While  this  analysis  is  needed  to 
inform  the  discussion,  it  is  likely  the  question  of  the  appropriate  balance  between  DoD  and 
Medicare  funding  for  MTF  services  provided  to  dual  eligibles  will  undoubtedly  be  decided 
through  the  political  process. 

Model  1:  Medicare  Makes  Fee-for-Service  Payments  for  MTF  Care 

Under  Model  1 ,  Medicare  would  make  fee-for-service  payments  based  on  itemized  billings 
by  MTFs  for  services  furnished  to  all  dual  eligibles.  Although  MTFs  would  bill  Medicare  for 
the  services,  the  Medicare  payments  would  flow  to  the  accrual  fund.  Medicare’s  payments 
could  be  based  on  either  Medicare  payment  methodologies  for  services  furnished  by  other 
providers  or  DoD’s  itemized  billing  rates  (applicable  to  other  third  parties  or  to  patients 
sponsored  by  other  federal  agencies). 

If  Medicare  were  the  primary  payer,  DoD’s  contribution  would  be  represented  by  the 
difference  between  Medicare’s  payment  and  the  cost  of  providing  MTF  care.  Depending  on 
the  relationship  between  Medicare  payments  and  MTF  costs,  DoD’s  contribution  could  be 
either  a  cost  or  a  source  of  revenue  to  DoD.  In  addition  to  shifting  costs  from  DoD  to 
Medicare,  a  fee-for-service  cost-sharing  arrangement  that  establishes  Medicare  as  primary 
payer  is  likely  to  increase  Medicare  payments  relative  to  the  amounts  that  would  be  paid  for 
civilian  care  for  the  following  two  reasons: 
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•  Military  facilities  have  higher  utilization  rates. 

•  For  ambulatory  services,  civilian  care  in  physician  offices  would  be  substituted  for 
MTF  outpatient  clinic  care,  which  generally  has  a  higher  Medicare  payment  because 
of  the  facility  and  physician  components. 

However,  the  concept  that  Medicare  should  be  the  primary  payer  does  not  recognize 
the  social  contract  and  readiness  benefits  that  DoD  derives  from  providing  care  to  dual 
eligibles.  Viewing  the  costs  of  direct  care  for  dual  eligibles  as  a  joint  responsibility  would 
couple  the  Medicare  fee-for-service  payment  discussed  above  with  a  DoD  cost-sharing  policy 
that  goes  beyond  deductible  and  coinsurance  amounts.  It  could,  for  example,  be  based  on  a 
level-of-effort  concept  that  preserves  the  current  relationship  between  DoD’s  and  Medicare  s 
expenditures  for  dual  eligibles.  Another  cost-sharing  policy  would  be  for  DoD  to  continue  to 
pay  for  the  fixed  costs  of  MTF  services  furnished  to  dual  eligibles.  This  would  have  the  effect 
of  limiting  Medicare’s  payment  to  the  estimated  incremental  costs  of  providing  the  services. 
The  underlying  policy  rationale  is  that  the  TFL  services  are  provided  on  a  discretionary 
space-available  basis.  The  incremental  costs  are  the  additional  costs  incurred  by  DoD  in  pro¬ 
viding  the  services.  In  any  event,  negotiations  would  be  required  to  establish  an  agreed-upon 
cost-sharing  methodology  that  reflects  the  “lessons  learned”  from  DoD-Medicare  subvention 
demonstration. 

If  a  cost-sharing  arrangement  were  adopted,  there  are  alternative  ways  to  account  for 
Medicare  and  DoD’s  respective  contributions  for  the  costs  of  direct  care  services  furnished  to 
dual  eligibles: 

•  Medicare  could  withhold  making  payments  to  the  accrual  funds  until  the  payments 
that  would  have  otherwise  been  made  were  equivalent  to  the  pre-determined  level  of 
DoD’s  contribution.  This  alternative  would  tie  the  withheld  amounts  to  actual  serv¬ 
ices  provided  on  a  fee-for-service  basis.  The  incentive  for  DoD  to  provide  MTF 
services  to  dual  eligibles  would  not  be  strong  because  there  would  be  no  Medicare 
payment  unless  the  level-of-effort  requirement  was  met.  Medicare  payments  for  TFL 
beneficiaries  would  not  be  known  until  the  end  of  the  year.  The  model  provides  a 
strong  financial  incentive  for  MTF  direct  care  only  if  a  significant  increase  in  overall 
usage  over  the  base  year  is  anticipated.  This  is  most  likely  to  occur  at  MTFs  offering 
TRICARE  Plus  because  Medicare  fee-for-service  beneficiaries  will  displace  Medicare+ 
Choice  enrollees. 

•  A  withhold  rate  could  be  set  prospectively,  based  on  the  expected  level  of  MTF  care 
in  the  payment  year.  Medicare’s  fee-for-service  payments  for  MTF  services  through¬ 
out  the  year  would  be  reduced  by  the  prospectively  determined  offset  rate,  and  there 
would  be  no  reconciliation  at  the  end  of  the  year.  The  advantage  of  this  alternative 
over  the  first  alternative  is  that  the  Medicare  payment  amounts  for  direct  care  services 
furnished  by  MTFs  would  be  established  in  advance. 

•  DoD  could  make  a  direct  transfer  of  funds  to  the  Medicare  trust  funds  that  would  be 
equivalent  to  DoD’s  agreed-upon  contribution.  The  transfer  could  be  made  (either 
annually  or  on  a  periodic  basis)  without  regard  to  actual  MTF  usage  by  TFL  benefi¬ 
ciaries.  This  alternative  creates  clearer  incentives  to  provide  direct  care  because  no 
further  adjustment  would  be  made  to  Medicare  payment  levels.  Because  DoD’s  con¬ 
tribution  has  already  been  accounted  for,  DoD  would  have  an  incentive  to  furnish 
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direct  care  services  to  Medicare  beneficiaries  as  long  as  the  net  costs  of  providing  di¬ 
rect  care  (the  incremental  costs  incurred  by  MTFs  minus  Medicare’s  fee-for-service 
payments)  are  less  than  DoD’s  secondary  payer  amounts  for  civilian  care  furnished  to 
TFL  beneficiaries. 

Model  2:  Medicare  Pays  Capitated  Rate  for  Primary  Care  Services 

Some  state  Medicaid  programs  use  a  primary  care  capitation  model  in  which  the  provider  is 
at  risk  for  providing  primary  care  services  only.  This  approach  could  integrate  well  with  the 
TRICARE  Plus  program  (which  currently  involves  only  MTF  primary  care  managers).  Un¬ 
der  the  primary  care  capitation  model,  Medicare  would  make  a  capitated  payment  for  TFL 
beneficiaries  that  enroll  in  TRICARE  Plus.  Payment  would  be  based  on  current  Medicare 
per  capita  expenditures  for  primary  care  services.  In  setting  the  rate,  one  issue  would  be  the 
extent  to  which  the  higher  utilization  rates  associated  with  military  retirees  should  be  re¬ 
flected  in  the  payment.  Also,  a  negotiated  reduction  for  DoD’s  contribution  for  the  costs  of 
care  could  be  incorporated  into  the  payment  amount  using  either  the  “level-of-effort”  or  in¬ 
cremental  cost  approaches  discussed  for  Model  1.  An  adjustment  could  be  made  for  any 
Medicare  payments  for  primary  care  services  provided  by  civilian  providers  that  would  have 
been  covered  by  the  primary  care  capitation  rate. 

From  DoD’s  viewpoint,  this  model  is  quite  attractive  because  it  capitalizes  on  the 
services  that  the  MTFs  are  best  equipped  to  provide  without  assuming  responsibility  and  risk 
for  specialty  care.  It  would  allow  DoD  to  base  its  decisions  on  providing  specialty  care  on 
readiness  considerations.  Flowever,  capitation  for  only  primary  care  services  creates  an  incen¬ 
tive  to  increase  specialty  care.  (The  lack  of  disincentives  for  referrals  to  the  civilian  network 
subvention  may  have  been  a  factor  in  the  high  rates  of  specialty  referrals  in  the  subvention 
demonstration  (Farley  et  al.,  1999;  U.S.  General  Accounting  Office,  2002).  DoD’s  contin¬ 
ued  responsibility  for  coinsurance  amounts  for  civilian  specialty  care  would  help  to  counter 
incentives  to  substitute  civilian  specialty  care  for  MTF  primary  and  specialty  direct  care. 
However,  the  secondary  payments  may  not  provide  a  sufficient  incentive  at  the  MTF  level  as 
long  as  MTF  and  civilian  care  budgets  are  separate.  Additional  safeguards  may  need  to  be 
incorporated  into  the  way  the  funds  are  allocated  from  the  accrual  fund  to  the  MTFs  to  en¬ 
courage  the  efficient  utilization  of  specialty  care. 

Model  3:  Medicare  Shares  Any  Savings  with  DoD 

Models  1  and  2  focus  on  Medicare  sharing  in  the  costs  of  MTF  direct  care  services  to  Medi¬ 
care  beneficiaries.  Model  3  takes  a  somewhat  different  approach  by  having  Medicare  share 
with  DoD  any  savings  that  might  accrue  from  MTF  care  provided  to  TFL  beneficiaries.  Po¬ 
tential  Medicare  savings  would  result  from  MTF  direct  care  services  for  which  Medicare 
would  otherwise  be  the  primary  payer  and,  in  the  case  of  TRICARE  Plus  enrollees,  MTF 
management  of  specialty  care  (MTF  or  civilian).  The  cost-savings  arrangement  could  involve 
all  TFL  beneficiaries  or  be  limited  to  TRICARE  Plus  enrollees.  The  savings  would  be  the 
difference  between  Medicare’s  per  capita  expenditures  for  TFL  (or  only  TRICARE  Plus) 
beneficiaries  and  the  average  per  capita  expenditures  for  non-TFL  beneficiaries.  The  com¬ 
parison  rates  would  be  risk  adjusted,  and  an  issue  would  be  whether  further  adjustments 
should  be  made  for  the  higher  utilization  rates  associated  with  military  retirees. 

Model  3  has  several  advantages  over  the  two  other  models.  It  involves  little  adminis¬ 
trative  burden  because  there  is  no  need  to  track  MTF  direct  care  services  provided  to  TFL 
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beneficiaries  for  purposes  of  Medicare  cost-sharing.  Second,  there  are  incentives  to  manage 
both  MTF  direct  care  and  civilian  care  for  TRICARE  Plus  enrollees  and  to  encourage  provi¬ 
sion  of  MTF  direct  care  when  it  is  more  efficient  to  do  so.  Third,  DoD  is  not  at  risk  but  has 
financial  incentives  to  encourage  cost-effective  care.  This  model  also  includes  flexibility  to 
respond  to  changes  in  service  needs  and  capacity.  Fourth,  this  model  does  not  put  Medicare 
at  risk  for  direct  care  services.  DoD’s  and  Medicare’s  share  of  any  savings  would  be  subject  to 
negotiation. 

Yet  another  variation  would  be  to  combine  Models  2  and  3.  Medicare  would  make  a 
capitated  payment  for  primary  care  services.  Medicare  would  also  share  with  DoD  any  sav¬ 
ings  attributable  to  nonprimary  care  services  (after  adjusting  for  any  payments  made  on  be¬ 
half  of  TRICARE  Plus  enrollees  who  use  civilian  primary  care  services). 

Model  3  could  also  be  used  to  share  savings  for  coordinating  care  for  TFL  benefici¬ 
aries  with  complex  chronic  conditions.  The  Balanced  Budget  Act  of  1997  authorized  coordi¬ 
nated  care  demonstrations  for  supplemental  routine  care  for  chronically  ill  Medicare  benefi¬ 
ciaries.  CMS  has  selected  15  demonstration  sites  to  test  whether  providing  coordinated  care 
services  to  Medicare  beneficiaries  with  complex  chronic  conditions  can  lead  to  better  patient 
outcomes  without  increasing  program  costs  {Medicare  Fact  Sheety  2001). 

The  coordinated  care  models  collectively  could  serve  as  a  model  for  a  CMS/DoD 
demonstration  involving  a  subset  of  dual  eligibles  who  have  one  or  more  chronic  illnesses 
and  who  require  repeated  hospitalizations.  The  opportunities  for  better  outcomes  and  cost 
savings  are  greatest  for  this  subset  of  beneficiaries.  The  TRICARE  Plus  enrollment  process 
could  include  screening  to  identify  these  beneficiaries  in  addition  to  readiness-based  screen¬ 
ing.  In  the  past,  a  major  drawback  to  coordinated  care  demonstrations,  particularly  for  the 
chronically  ill  or  those  with  complex  needs,  has  been  the  lack  of  Medicare  drug  coverage  and 
the  inability  to  reduce  acute  care  episodes  through  better  drug  management.  Because 
TRICARE  covers  outpatient  prescription  drugs,  it  may  be  that  the  savings  potential  for  both 
Medicare  and  TRICARE  is  greater  than  in  other  case  management  programs. 


Medicare  Cost-Sharing  for  Medicare+Choice  Enrollees 

Medicare/DoD  beneficiary  enrollment  in  Medicare+Choice  plans  is  likely  to  decline  with  the 
implementation  of  TFL  and  TRICARE  Plus.  Beneficiaries  have  little  or  no  financial  incen¬ 
tive  to  remain  in  a  Medicare+Choice  plan  because  they  will  have  free  choice  of  providers,  no 
cost-sharing  for  Medicare-covered  services,  and  prescription  drug  coverage.  The  liberal  TFL 
benefits  are  coming  at  a  time  when  many  Medicare+Choice  plans  are  offering  fewer  addi¬ 
tional  benefits  at  higher  premiums.  Medicare+Choice  beneficiaries  living  in  MTF  catchment 
areas  who  have  been  using  the  MTFs  for  primary  care  will  have  an  additional  incentive  to 
disenroll  so  that  they  will  not  be  precluded  from  TRICARE  Plus.  Even  though  TFL  benefi¬ 
ciaries  have  few  financial  incentives  to  enroll  in  Medicare+Choice,  our  interviews  with  DoD 
officials  suggest  that  managed  care  may  continue  to  attract  beneficiaries  who  prefer  an  estab¬ 
lished  network  of  providers  and  care  management,  prefer  not  to  deal  with  fee-for-service  pa¬ 
perwork,  and  do  not  have  access  to  MTF  care  under  TRICARE  Plus. 

National  data  on  TFL  beneficiary  enrollment  in  Medicare+Choice  plans  and  benefi¬ 
ciaries’  use  of  MTF  services  are  not  available;  however,  data  from  the  Senior  Prime  demon¬ 
stration  areas  indicate  that  there  has  been  significant  usage  of  MTFs  by  Medicare+Choice 
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enrollees  in  some  areas  (for  example,  before  the  demonstration,  at  least  20  percent  of  total 
inpatient  days  for  dual  eligibles  at  six  sites  were  attributable  to  Medicare+ Choice  enrollees 
and  were  as  high  as  44  percent  at  Tacoma’s  Madigan  Army  Medical  Center)  (Farley  et  al., 
1999).  Allowing  Medicare+Choice  enrollees  to  use  the  MTF  essentially  results  in  double  fed¬ 
eral  payment  for  the  services:  once  for  the  Medicare  per  capita  payment  to  the  Medicare+ 
Choice  plan  and  again  for  the  MTF  costs.  Therefore,  excluding  Medicare+Choice  enrollees 
from  TRICARE  Plus  is  likely  to  reduce  total  federal  outlays.5 

Medicare  Partners  (which  was  authorized  but  not  implemented  as  part  of  the  subven¬ 
tion  demonstration)  would  have  allowed  Medicare+Choice  organizations  to  contract  with 
MTFs  to  provide  services  to  Medicare-eligible  DoD  beneficiaries.  Medicare  policies  ordinar¬ 
ily  require  that  Medicare+Choice  organizations  contract  only  with  Medicare-participating 
providers  that  furnish  services  to  all  Medicare  beneficiaries.  Because  Medicare+Choice  mili¬ 
tary  enrollees  have  heretofore  been  able  to  obtain  space-available  care  from  MTFs  at  no  cost 
to  the  Medicare+Choice  organization,  the  managed  care  organizations  have  had  little  incen¬ 
tive  to  enter  into  agreements  to  pay  for  MTF  services.  If  substantial  Medicare+Choice  en¬ 
rollment  continues  in  an  area  where  there  is  MTF  capacity,  a  cost-sharing  arrangement  be¬ 
tween  MTFs  and  Medicare+Choice  organizations  patterned  after  Medicare  Partners  might 
serve  multiple  purposes:  increase  the  attractiveness  of  Medicare+Choice  enrollment,  elimi¬ 
nate  duplicate  payment,  meet  DoD  readiness  needs,  and  reduce  MTF  standby  costs,  par¬ 
ticularly  for  specialty  care. 

The  CMS  has  determined  that  Medicare+Choice  organizations  may  enter  into  an 
agreement  with  DoD  that  will  allow  the  Medicare+Choice  organizations  to  design  and  mar¬ 
ket  plans  expressly  for  military  retirees  (Center  for  Medicare  and  Medicaid  Services,  2001). 
For  example,  they  could  offer  military  retirees  additional  benefits  or  cost-sharing  reductions 
that  are  the  actuarial  equivalents  of  pharmacy  benefits  offered  to  other  Medicare  beneficiaries 
(because  military  beneficiaries  are  already  covered  under  TRICARE). 

We  assume  that  part  of  the  attractiveness  of  marketing  to  military  retirees  within 
MTF  catchment  areas  in  the  past  has  been  the  lower  cost  of  civilian  care  for  TFL  beneficiar¬ 
ies  using  an  MTF.  Now  that  TRICARE  Plus  excludes  Medicare+Choice  enrollees,  Medi¬ 
care+Choice  organizations  may  be  less  interested  in  marketing  plans  directed  toward  DoD 
retirees.  However,  the  TRICARE  Plus  policy  may  also  increase  the  willingness  of  Medi¬ 
care+Choice  organizations  to  participate  in  an  arrangement  such  as  Medicare  Partners  and 
pay  for  MTF  care.  In  areas  where  the  MTFs  have  the  capacity  to  provide  care  to  Medicare 
retirees,  TRICARE  Plus  would  expand  the  choices  of  TFL  beneficiaries  and  could  be  benefi¬ 
cial  to  both  the  Medicare+Choice  organizations  and  MTFs.  It  would  enhance  the  marketing 
appeal  of  Medicare+Choice  plans  and,  to  the  extent  the  negotiated  rates  are  lower  than  civil¬ 
ian  rates,  reduce  the  costs  for  Medicare+Choice  organizations  that  could  be  passed  on  to  TFL 
beneficiaries  through  lesser  cost-sharing  and  lower  premiums.  The  MTFs  would  benefit  if 
the  negotiated  rates  exceeded  the  incremental  costs  of  providing  care  to  the  Medicare+Choice 
enrollees. 


5  A  recurring  concern  in  establishing  Medicare  rates  for  Medicare+Choice  plans  has  been  lower  Medicare  fee-for-service 
expenditures  resulting  from  use  of  MTF  and  DVA  facilities.  We  believe  that  this  is  a  separate  issue  and  do  not  address  it  in 
this  report. 
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Aligning  Incentives  at  the  MTF  Level 

Our  descriptions  of  potential  Medicare  cost-sharing  (or  cost-savings)  models  have  focused  on 
the  arrangement  between  the  CMS  and  DoD  that  could  be  implemented  through  the  ac¬ 
crual  fund.  TRICARE  Senior  Prime  demonstrated  the  importance  of  aligning  incentives  for 
efficient  care  delivery  at  the  MTF  level.  Careful  attention  would  need  to  be  paid  to  how  and 
when  DoD  would  distribute  any  Medicare  payments  for  MTF  services  and  how  the  costs  of 
providing  care  to  TFL  beneficiaries  are  accounted  for  in  the  budgeting  process.  Unless 
funding  for  direct  care  services  provided  to  TFL  beneficiaries  is  structured  to  provide  appro¬ 
priate  financial  incentives  to  MTF  managers,  the  opportunity  for  encouraging  efficient  care, 
with  overall  savings  for  the  federal  government,  will  be  lost.  Drawing  on  the  experience  of 
Senior  Prime,  consideration  needs  to  be  given  to  incentives  that  would 

•  encourage  the  provision  of  care  to  TFL  beneficiaries  without  crowding  out  other 
military  health  system  beneficiaries 

•  improve  utilization  management  of  MTF  care 

•  manage  referrals  for  civilian  care. 


Conclusions  and  Recommendations 

The  incentives  under  the  current  TFL  program  may  not  encourage  the  efficient  delivery  of 
services  to  TFL  beneficiaries.  In  particular,  there  is  an  overall  federal  interest  in  DoD’s  con¬ 
tinuing  to  provide  direct  care  to  TFL  beneficiaries,  assuming  that  the  incremental  costs  of 
MTF  care  are  less  than  the  total  costs  of  civilian  care.  Medicare  cost-sharing  for  MTF  care 
would  foster  viewing  TFL  beneficiaries  as  a  joint  responsibility  of  Medicare  and  DoD  and 
lead  to  finding  ways  to  provide  those  beneficiaries  with  the  highest  quality  care  at  the  least 
cost  to  the  federal  government.  Cost-sharing  also  would  provide  DoD  with  financial  re¬ 
sources  to  continue  to  provide  direct  care  to  TFL  beneficiaries  and  has  the  potential  to  meet 
several  policy  goals:  to  allow  TFL  beneficiaries  the  choice  between  direct  and  civilian  care,  to 
serve  DoD  readiness  needs,  and  most  important,  to  provide  high-quality  health  care  services 
to  TFL  beneficiaries  and  the  non-retiree  military  population  at  the  least  cost  to  the  federal 
government.  From  the  perspective  of  total  federal  outlays,  however,  a  better  understanding 
of  how  utilization  by  TFL  beneficiaries  who  obtain  care  primarily  from  MTFs  compares  with 
utilization  by  TFL  beneficiaries  who  obtain  care  solely  through  civilian  providers  is  needed 
before  policies  are  adopted  that  might  encourage  future  expansion  of  MTF  care  for  TFL 
beneficiaries. 

We  have  described  several  options  for  joint  Medicare-DoD  sharing  of  the  costs  of  di¬ 
rect  care  furnished  to  dual  eligibles.  These  options  provide  a  conceptual  framework  for  dis¬ 
cussions  concerning  potential  Medicare  cost-sharing  arrangements.  We  recommend  that  ad¬ 
ditional  research,  using  a  combined  Medicare/DoD  database  for  TFL  beneficiaries,  be  done 
to  examine  the  cost  implications  of  these  options  for  DoD,  the  Medicare  program,  and  total 
federal  outlays.  The  following  questions  should  be  addressed  in  that  additional  research: 
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•  How  does  the  cost  of  direct  care  and  civilian  care  for  TFL  beneficiaries  compare,  with 
respect  to  total  cost,  DoD  cost,  and  Medicare  cost,  and  by  type  of  service  (e.g., 
primary  care,  specialty  care,  pharmacy)? 

•  How  does  utilization  by  dual  eligibles  who  mostly  use  MTFs  compare  with  that  of 
Medicare-eligible  military  retirees  who  mostly  use  civilian  care?  How  does  utilization 
by  those  dual  eligibles  compare  with  that  of  other  Medicare  beneficiaries? 

•  How  do  the  Medicare  per  capita  costs  for  dual  eligibles  compare  with  those  of  other 
Medicare  beneficiaries?  How  do  those  costs  for  dual  eligibles  compare  with  the  costs 
for  dual  eligibles  before  TFL? 

•  What  are  the  marginal  costs  of  providing  MTF  direct  care  to  dual  eligibles? 

•  How  would  payment  rates  based  on  Medicare  payment  methodologies  compare  with 
rates  based  on  DoD  rate  schedules? 

•  What  would  be  DoD’s  cost  contribution  based  on  the  estimated  current  level  of  ef¬ 
fort  for  Medicare  fee-for-service  beneficiaries?  What  would  be  DoD’s  cost  contribu¬ 
tion  based  on  its  fixed  costs? 

•  What  are  the  likely  changes  in  the  relative  costs  of  TRICARE  and  Medicare  for  TFL 
beneficiaries  over  the  next  five  to  ten  years  under  current  policies?  What  are  the  likely 
changes  in  those  relative  costs  under  potential  cost-sharing  models? 

The  recommended  research  would  provide  the  analyses  that  are  needed  to  inform  a 
policy  discussion  regarding  appropriate  cost-sharing  arrangements  between  Medicare  and 
DoD  for  TFL  beneficiaries.  In  the  end,  the  question  of  appropriate  cost  for  direct  care  is 
likely  to  be  answered  through  the  political  process,  which  should  be  informed  by  good  in¬ 
formation  and  analysis. 

There  are  also  similar  cost-sharing  issues  for  the  Department  of  Veterans  Affairs.  In 
keeping  with  the  notion  of  a  “federal  program”  beneficiary,  consideration  should  be  given  to 
expanding  the  recommended  analyses  to  include  veterans  who  are  DoD  retirees  and/or 
Medicare  beneficiaries  and  extending  the  discussions  to  include  the  DVA. 


CHAPTER  SIX 

Conclusions  and  Recommendations 


This  study  was  undertaken  in  the  months  preceding  implementation  of  the  new  TFL  pro¬ 
gram  on  October  1,  2001.  Given  the  limited  time  and  resources  for  this  study,  we  focused 
on  three  types  of  issue  areas:  those  that  DoD  specifically  asked  us  to  examine,  areas  in  which 
the  Medicare  and  TRICARE  benefits  differ  significantly,  and  areas  of  potential  operational 
concern.  Our  goal  was  to  identify  issues  that  may  pose  policy  and/or  implementation  prob¬ 
lems.  Where  appropriate,  we  suggest  policy  options  that  DoD  could  consider  in  order  to 

•  rationalize  benefits  by  considering  changes  in  the  TFL  benefit  structure 

•  promote  ease  of  operations  by  improving  compatibility  with  Medicare  benefits 

•  improve  efficiency  by  promoting  optimal  use  of  direct  care  services  and  limiting  ex¬ 
cessive  liability  for  civilian  care 

•  improve  the  overall  benefit  package  for  Medicare-eligible  military  retirees. 

As  stated  above,  the  initial  work  for  this  report  was  done  prior  to  the  implementation 
of  TFL.  Since  the  TFL  implementation,  we  have  not  updated  our  report  to  include  a  discus¬ 
sion  of  actual  experience  under  TFL  or  policy  changes  since  the  TFL  implementation;  how¬ 
ever,  we  did  update  our  discussion  of  certain  issues,  such  as  post-acute  care  service  and  be¬ 
havioral  health  issues,  which  we  had  originally  identified  as  being  problematic  and  which 
have  been  addressed  in  subsequent  legislation.  We  make  note  of  those  issues  as  well  as  those 
issues  that  remain  potentially  problematic  in  our  conclusions  that  follow. 


Benefit  and  Coverage  Policies 

Most  health  care  services  that  are  covered  benefits  under  TRICARE  are  also  covered  benefits 
under  Medicare,  and  vice  versa.  However,  because  TFL  benefits  are  based  on  the  existing 
TRICARE  program,  they  were  not  expressly  designed  to  fit  together  with  Medicare  benefits 
(in  contrast  to  privately  purchased  Medicare  supplemental  or  “Medigap”  policies).  As  a  re¬ 
sult,  there  are  benefit  and  coverage  inconsistencies  that  pose  operational  challenges  and  that 
are  likely  to  lead  to  confusion  and  misunderstanding  for  beneficiaries.  The  legislative  changes 
in  the  FY2002  NDAA,  which  made  TRICARE  coverage  and  payment  policies  for  SNF  and 
HHA  services  conform  with  Medicare’s  policies,  addressed  the  most  problematic  area.  The 
changes  in  the  FY2003  NDAA  to  eliminate  the  requirement  for  prior  authorization  for  men¬ 
tal  health  inpatient  hospital  services  and  to  provide  that  Medicare-approved  providers  are 
also  approved  to  provide  services  under  TFL  should  further  reduce  the  administrative  burden 
and  confusion. 
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A  potential  concern  regarding  TFL  is  whether  the  coding  specificity  in  Medicare  s 
claims  determination  is  sufficient  for  TRICARE  to  distinguish  between  Medicare  coverage 
and  medical  necessity  determinations,  to  establish  its  cost-sharing  liability  accurately,  and  to 
afford  beneficiaries  sufficient  appeal  rights.  The  issue  of  coding  specificity  is  of  particular 
concern  for  emerging  technologies  in  which  TRICARE  and  Medicare  have  differing  coverage 
policies.  We  believe  that  TFL  will  highlight  coverage  inconsistencies  between  TRICARE  and 
Medicare  and  may  create  pressure  for  consistent  “federal  coverage  policy.  As  a  general  rule, 
there  should  be  a  clear  rationale  for  why  a  certain  technology  is  covered  by  one  program  and 
not  the  other. 

In  addition,  TMA  is  not  represented  on  the  CMS  Medicare  Coverage  Advisory 
Committee.  Coordination  between  the  two  programs  could  be  enhanced  if  TMA  became  an 
active  participant  in  the  MCAC  deliberations. 

Recommendation:  Claims  for  services  for  which  Medicare  and  TRICARE  coverage 
policies  diverge  should  be  reviewed  to  assure  that  the  claims  adjudication  and  appeals  proc¬ 
esses  for  TFL  beneficiaries  are  working  as  intended. 

Recommendation:  TMA  should  participate  in  the  CMS  MCAC  deliberations. 

Although  legislation  subsequent  to  this  study  improved  coordination  of  benefits  be¬ 
tween  Medicare  and  TRICARE  for  post-acute  care  services  and  behavioral  health  services, 
some  potential  issues  remain.  For  post-acute  care  services,  the  potential  concern  is  the  lack  of 
any  limitation  on  the  duration  of  SNF  benefits  and  whether  there  should  be  any  TFL  en¬ 
hancements  for  FI  HA  care.  For  the  first  100  days  of  SNF  care,  TFL  beneficiaries  have  no 
cost-sharing  liabilities  and,  as  a  result,  no  financial  incentives  to  seek  care  through  less-costly 
alternatives.  After  100  days,  when  there  is  25  percent  cost-sharing  with  TRICARE,  TFL 
beneficiaries  have  some  incentive  to  find  alternative  care  settings.  However,  with  home 
health  care  limited  to  part-time  and  intermittent  care,  some  beneficiaries  with  skilled  nursing 
needs  may  find  continuing  SNF  care  an  attractive  option. 

Recommendation:  The  use  of  post-acute  care  services  by  TFL  beneficiaries  should  be 
monitored.  Particular  attention  should  be  paid  to  beneficiaries  with  continued  SNF  stays  af¬ 
ter  their  Medicare  SNF  benefits  have  been  exhausted.  If  there  is  a  significant  incidence  of 
continued  SNF  stays,  a  study  of  the  cost  effectiveness  of  expanded  home  health  benefits 
would  be  warranted. 

Differences  in  Medicare  and  TRICARE  coverage  policies  for  behavioral  health 
services  create  complex  issues  in  implementing  TFL.  These  differences  make  it  likely  that 
beneficiaries  will  find  this  area  of  their  health  coverage  relatively  confusing,  even  with  the 
TRICARE  preauthorization  requirement  for  inpatient  psychiatric  care  covered  by  Medicare 
Part  A  benefits,  which  became  effective  October  1 ,  2003. 

TRICARE’s  lifetime  limit  of  three  benefit  periods  for  the  coverage  of  substance  abuse 
treatment  services  also  may  remain  problematic.  Because  TRICARE  and  Medicare  define 
benefit  periods  differently,  the  determination  of  when  and  how  the  TRICARE  limit  is 
reached  is  likely  to  be  somewhat  difficult  and  confusing  to  both  providers  and  beneficiaries. 
With  regard  to  outpatient  mental  health  services,  TFL  beneficiaries  have  unlimited  access  to 
medically  necessary  psychiatric  treatment  and  few  financial  incentives  to  limit  that  care. 

Recommendation:  DoD  should  examine  and  consider  the  impact  of  removing  the 
three-benefit-period  limit  on  substance  abuse  benefits  for  the  TFL  population. 

Recommendation:  DoD  should  conduct  a  close  examination  of  mental  health  service 
utilization  and  costs  to  determine  the  impact  of  covering  outpatient  mental  health  without 
cost-sharing  or  benefit  limits. 


Conclusions  and  Recommendations  63 


TFL  Beneficiary  Cost-Sharing  for  Civilian  Care 

TFL  is  being  implemented  without  premiums,  deductibles,  or  copayments.  Compared  with 
the  health  insurance  options  previously  available  to  Medicare-eligible  military  retirees,  TFL  is 
likely  to  be  of  substantially  greater  value  to  most  beneficiaries.  At  the  same  time,  TFL  will 
substantially  increase  federal  spending  due  to  the  new  benefits  per  se  and  because  the  absence 
of  cost-sharing  is  likely  to  increase  health  care  use  because  beneficiaries  no  longer  have  cost¬ 
sharing  as  an  incentive  to  use  care  efficiendy. 

Both  DoD  and  Medicare  are  likely  to  benefit  if  modest  cost-sharing  is  introduced 
into  TFL — for  instance,  such  as  the  cost-sharing  that  military  retirees  under  age  65  currently 
have  under  TRICARE  Prime.  For  Medicare  beneficiaries,  supplemental  coverage  with  mod¬ 
est  cost-sharing  substantially  reduces  the  out-of-pocket  costs  that  would  arise  under  the  stan¬ 
dard  Medicare  benefit,  while  retaining  some  modest  incentives  to  control  health  care  use  and 
costs. 

The  introduction  of  cost-sharing  in  TFL  would  likely  serve  to  reduce  the  cost  of  the 
program  to  the  federal  government,  all  else  being  equal.  However,  this  change  could  be  made 
revenue-neutral  by  applying  the  resulting  savings  toward  other  benefits  for  the  covered 
population — such  as  enhanced  post-acute  or  long-term  care  coverage  or  a  reduction  in  the 
current  TFL  out-of-pocket  maximum — thereby  potentially  increasing  the  overall  value  of  the 
TFL  benefit. 

Recommendation:  DoD  should  consider  introducing  modest  cost-sharing  in  TFL 
for  civilian  care.  Further  research  into  the  preferences  of  TFL  beneficiaries  and  the  likely  con¬ 
sequences  of  introducing  cost-sharing  (versus  continued  free  care)  for  TFL  would  help  to 
identify  strategies  to  maximize  the  overall  value  of  the  TFL  benefit. 

Managing  MTF  Care  Provided  to  TFL  Beneficiaries 

Relatively  little  opportunity  exists  to  implement  managed  care  practices  under  standard 
Medicare  and  TFL.  However,  given  the  apparent  desire  of  many  TFL  beneficiaries  to  receive 
care  from  military  providers,  DoD  may  have  the  opportunity  to  provide  managed  care  for 
some  elderly  beneficiaries  via  programs  instituted  at  MTFs,  such  as  TRICARE  Plus. 

We  think  it  is  likely  that  TRICARE  Plus  and  similar  programs  will  be  well  received 
by  beneficiaries,  especially  because  participation  in  those  programs  is  voluntary.  We  also 
think  it  is  plausible  that  such  programs  could  improve  clinical  outcomes  for  some  enrollees, 
relative  to  both  standard  Medicare  and  the  current  space-available  policy.  However,  the 
scope  of  such  improvements  depends  critically  on  how  and  for  whom  care  management  pro¬ 
grams  are  implemented.  DoD  may  be  able  to  increase  the  likelihood  of  improved  clinical 
outcomes  by  targeting  TRICARE  Plus  enrollment  to  patients  who  are  likely  to  benefit  from 
primary  care  management  and  implementing  effective  care  management  programs  for  those 
patients.  Because  DoD  must  assume  full  responsibility  for  the  cost  of  care  provided  to  Medi¬ 
care-eligible  beneficiaries  at  MTFs,  DoD’s  patient  care  costs  are  almost  certainly  higher  un¬ 
der  TRICARE  Plus  than  the  costs  of  care  provided  under  Medicare.  On  the  other  hand, 
treating  Medicare-eligible  beneficiaries  in  MTFs  helps  DoD  to  fulfill  its  readiness  mission. 
How  these  factors  balance  on  net  is  unknown. 

Recommendation:  Further  research  regarding  the  effects  of  MTF  primary  care  man¬ 
agement  on  patient  outcomes  and  treatment  costs,  and  regarding  providers’  case-mix  prefer¬ 
ences  and  the  relationship  between  primary  care  management  and  readiness,  should  be  con¬ 
ducted.  Such  research  could  determine  the  overall  cost-effectiveness  of  TRICARE  Plus  from 


64  Health  Benefits  for  Medicare-Eligible  Military  Retirees:  Rationalizing  TRICARE  for  Life 


the  perspective  of  DoD  and  the  federal  government,  relative  to  alternative  models  for  care 
management  and  readiness  training. 

Models  for  Medicare's  Sharing  in  MTF  Costs 

DoD’s  new  obligations  for  TFL  beneficiaries  raise  issues  related  to  the  cost  of  furnishing  di¬ 
rect  care  relative  to  making  secondary  payments  for  civilian  care.  These  new  obligations  also 
raise  the  issue  of  whether  Medicare  should  share  in  the  costs  of  direct  care  services  now  that 
the  traditional  division  of  responsibility  for  military  retiree  health  care  costs  no  longer  exists. 

There  is  an  overall  federal  interest  in  DoD’s  continuing  to  provide  direct  care  to  TFL 
beneficiaries,  assuming  that  the  incremental  costs  of  MTF  care  are  less  than  the  total  costs  of 
civilian  care.  Medicare  cost-sharing  for  MTF  care  would  foster  viewing  TFL  beneficiaries  as  a 
joint  responsibility  of  Medicare  DoD  and  lead  to  finding  ways  to  provide  those  beneficiaries 
with  the  highest-quality  care  at  the  least  cost  to  the  federal  government.  Cost-sharing  also 
would  provide  DoD  with  the  financial  resources  to  continue  to  provide  direct  care  to  TFL 
beneficiaries  and  has  the  potential  to  meet  several  policy  goals:  to  allow  TFL  beneficiary 
choice  between  direct  and  civilian  care,  to  serve  DoD  readiness  needs,  and  most  important, 
to  provide  high-quality  health  care  services  to  TFL  beneficiaries  and  the  non-retiree  military 
population  at  the  least  cost  to  the  federal  government.  From  the  perspective  of  total  federal 
outlays,  however,  a  better  understanding  of  how  utilization  by  TFL  beneficiaries  who  obtain 
care  primarily  from  MTFs  compares  with  utilization  by  TFL  beneficiaries  who  obtain  care 
solely  through  civilian  providers  is  needed  before  policies  are  adopted  that  might  encourage 
future  expansion  of  MTF  care  for  TFL  beneficiaries. 

Recommendation:  Additional  research,  using  a  combined  Medicare/DoD  database 
for  TFL  beneficiaries,  should  be  conducted  to  determine  the  cost  implications  of  potential 
cost-sharing  options  for  DoD,  the  Medicare  program,  and  total  federal  outlays.  This  addi¬ 
tional  research  would  provide  the  analyses  that  are  needed  to  inform  a  policy  discussion  re¬ 
garding  appropriate  cost-sharing  arrangements  between  Medicare  and  DoD  for  TFL  benefi¬ 
ciaries. 

In  the  end,  the  question  of  appropriate  costs  for  direct  care  is  likely  to  be  answered 
through  the  political  process,  which  should  be  supported  by  good  information  and  analysis. 
There  are  also  are  similar  cost-sharing  issues  for  the  Department  of  Veterans  Affairs.  In 
keeping  with  the  notion  of  a  "federal  program”  beneficiary,  consideration  should  be  given  to 
expanding  the  recommended  analyses  to  include  veterans  who  are  DoD  retirees  and/or 
Medicare  beneficiaries  and  extending  the  discussions  to  include  the  DVA. 
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